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a ae Re possible US loan assistance construction Riyadh-Jidda railway, i | 


Department informed- Saudi Ambassador January 18 we had had exploratory talks 
; } : 
with Export-Import Bank this subject, We suggested Ambassador himself ‘call at 


Bank discuss project and loan procedures (thereby giving indication of ioial 
interest), We added’ our belief Bank would be receptive to SAG request $e. 
RON 


representative Saudi Arabia explore matter without implication any com Hite 
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SUBJECT 









BEGIN 





UNCLAGST FLED 2 


Saudi Arabia's budget for fiscal 1374H, (Aug.30,195) - Mae. e 
19, 1955) was announced by Royal Decree on Dec. 2h, 19%f. is) 
Under its provisions expenditures will be limited to 

# 361,330,000; income set at $ 30l1,800,000 and the devicit 

of i 56,530,000 covered by funds taken from the "General 
Reserve of the State."* 


- 


SSS-2/0l*v98seEe 


By percentage 85% of the income is derived from oil revenues; 
15% from other sources. Regarding expenditures, according to 
the budget, ifinistries will receive 60%; public projects other 
than those administered by Ministries, 15%; Royal Family 
expenses, 12%; Government administration, 5%; debt from 
previous years, 9%; miscellaneous, 2%. 


END UNCLASSTFIED 
BEGUN CONFTDEN TTAL 


1) According to Aramco if the payments agreewent now under 
discussion between the oil company and the Saudi Arabian 
Government is signed, the Saudi Government will receive 
sufficient funds to cover the budget expenditures and have 
a surplus of $ 18,011,000. 


2) General reaction to the budget was one of skepticism. 
Those familiar with the fate of previous budgets in Saudi 
Arabia hesitate to predict this year's version will be 
followed in practice. 


END CONFIDENTIAL 
BEGIN UNCLASSTFTRD 


# All figures given in dollars have been rounded t» nearest ‘$f 10,00. OP 
} 1.00 - 3.75 riyals; 1 riyal - $.27 nO 
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On Nec. 24, L954, ‘Imm al-jura, official weekly newspaper of the Gaudi frnbian 

tovernment, carried a Royal Necree announcing, the expenditures and income for 
fiscal 137) (identiesl to “Vesire 137) and corresponding: to Uh perrdond Pro, Auge. 


30, 195) to Aug. 19, 1955). 
"he ttoyal lecree ordered that, 


Ll) ixpenditures would by Limited at 4b 361,330,009. 

2) Income would be limited to 4% 304,800,000. 

3) 4% 56,530,000 would be taken from the lieneral eserve of the .itate 
to cover the deficit. 

lh) Income would be paid to and expenditures by the ‘oetiry  zency 
in accordance with the budget. 

5) No funds would be transferred froin one appropriation to another 
without royal order. 

6) Any surplus in the income or savings in expenditures would be 
transferred to the ‘ieneral !'eserve of the State . 

7) The President of the Council of ‘linisters would execiite the decree 
by notifying those concerned to act in accordance with it. 


Published with the Royal llecree was a summary by the inister of !inance and 
“economy, Shaikh Muhammad Surur of the "Pubiic Projects" contained in the budget. 


In his summary, the Finance “iinister points out that projects totaling 
$2,670,000 and devoted laryely to the public interest are contained in the lnid;et. 
In addition, he notes that other projects to be administered by the various 
ministries bring the funds allocated for public projects to approximately 20% of 
the tudvet or # 61,700,000. 


Umm=-al-—Jura also published the estimated income and its sources for fiscal 
137 and itemized the expenditures decreed by the King. These two headings jay 
be outlined as follows: 


Estimated Income, 137h 


Percent of 


Source Income in # Total Income 
il Revenues (Royalties and Income tax) 257,790,000 34.5 
Customs, Harbor, Port and j)uarantine Tues 27,000 ,000 8.5 
Saudi Arabian Airlines 6,670,000 el 
Damman-Riyadh Railway 7,200,000 2 shi 
“4 scellaneous 7,370,000 25 


Estimated Expenditures, 137) 


Recipient Expenditure Percent of 
in $ Total Fxpendi ture 
Ministries: 216,000 ,000 & 


%* The President. of the Council of Minister is Crown Prince Faisal ibn Abdui-Aziz, 
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Desp. No. 124 
From Jidda 


Defense 


Communications 


Interior 
Fducation 
Health 
finance 


Foreign Affairs 
Agriculture 


Commerce 


Public Projects# 


ICOMPIDENTIAL “ITU UNCLADS FET! 
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125,979,900 
25,930,000 
21,860,000 
12,180,000 
19,550,000 
9,020 ,000 
5 ,600 ,000 
4,250,000 
750 ,000 


1) Reconstruction of the two Holy 


2) 


1),) 


“Mosques 


Account of Riyadh-Ji:ida-'ledina- 
Jordan Railroad 


Hadj and Pilgrim Projects 
New Government kuildinvs & 


construction 


Ruilding and construction of 


Mosques 


Construction of “edina Yenbo 


itoad 


Pepairs on edwin roads 
Hringing water to towns 


Ports developments 


Projects in Hastern Area 


Expropria tions 
Projects in Medina 


Aecount of construction of new 
broadcasting station 
Al Nasriyah Hospital] 


Royal Mami lyse 


10) 


King and Royal Family 


Royal Diwan 


Annual Allotment for chief's 
and shaikhs of tribes 
Monthly personnel salaries 


Charities 


Aids and Contributions 


Secret expenses 
Entertainment 
Transportation 


Expenses for royal trips 
11) Al Kharj agricultural pro ject 


# Not contained in appropriations for 
*%¢ IT tems selected by Embassy 
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 ,000 ,900 


13, 330,000 
hb ,900 ,000 


§,000 ,O00 
1,070,000 


1,600,000 
},00 ,O000 
2 930,000 
930 ,000 
2 5930 5900 
1,600 ,000 
800 ,O000 


800 , 000 
270,000 


11,876,000 


1,330,900 


1,600 ,000 
800 ,000 
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L2) Assorted purchases 1,600,000 
13) Unexpected expenses 2,710,000) 
Covernnent Administration and operations Li? P9000) 
1) Council of “inisters 1 1460 ,O00 
2) Judicial Presidency 1,820,000 
3) Ifta (religinus counsel iny:) 2 650,000 
4) "Virtue Ordering Society" 2 5630 ,000 
5) Public orks ly, 320,000 
6) Aids for municina Litics 2 420,000 
7) Ceneral Pilgrimaye Department 260,000 
8) kroadcasting Department 580 ,000 
9) Work Administration Department 520 ,000 
19) Collection expenses 270,000 
11) Value of books and printed matter 530,900 
Account of the debt of previrus years: $11,260,000 MF, 
“iseellaneous: hy LIN ,OOO Len 


PND UNCLAS 3S Te TED 
BEAT. COMPS T ABUT TAL 
mnbassy observations on the budget: 
1) According to Aramco, the estimated income from oil revenues as presented 
in the budget (257,700,000) has been "understated by at least # 20,000,000 or 
* 7],,000,000, depending upon whether or not Aramco's payments duriny the period 
of the budget are made o1) the basis of the new apreement, substantially reached 
but not yet signed." 
2) Fipures furnished by Aramco bearini, on this point are as follows: 


Estimated Saudi Arabian (overnment Receipts from ramco 


Period Aug. 30, 1/5 — Aug. 19, 1955 


“ith Avreoment Vith \greemént 
Signed Not Signed 


Gross amount received by SAG: #332 ,251,000 Be 7092 35,000 
Gross amount received by SAG 

Plus tax assignments 

Less Deductions for re-payment 

of tax assipnment and Fx-Im Rank, 

ailroad obligations 308,951,000 $25,035,000 


3) Revenue from other tham oil sources totals $ 7,000,000 or 15% of the 
estimated income, (Oil revenues make up the remaining 85%, 
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) Utilizing the above figures, expenditures of . 36] ,330,000 can ve covered 
by oil revenues and income trom non-sil sources if the payment ayremmnent with 
Aramco is signed by the Saudi Arabian Government. Specifically, the vudget deficit 
of + 56,530,000 which is to be covered by tunds from the "General eserves of the 
State" - which, as far as the Embassy is aware, is non-existent - could ne covered 
by funds obtained by signing the arreement, leaving a surplus of © 18,011,000 of 
income over budyeted expenditure, 


5) Bxpenditures under the present budset are bod higher than those alloved 
under the last published budget for the yeur 1371-72 (4pril 18, 1952 = April 7, 4753). 
‘hese amounted to * 19),000,000, ’ 


6) Under the present budvet approximately 60% of the expenditures we to be 
made by ministeries, 13% by the King. ‘The l‘inistry of ‘etense, with 35% or the 
total ex enditures, receives the largest single share. 


7) The sum of 413,300,000 is set aside under the budvet for the account of 
the "PRiyadh-Jidda-Medina-Jordan Railroad" indicating that the saudi Arabian tiovern- 
ment is thinking of these separate projects, i.e., the renairing of the Jdordan- 
“edina railroad and the construction of the Riyadh-Medina-Jidda railroad, us one, 


8) The sum of 334,267,000 is appropriated under the oudget tor the account of 
debts trom previous years. It is not clear as to whether Uhis reters to the 
internal debt, reported by ‘Mr. George Klowers, then j‘iovernor ol the Saudi Aravian 
‘onetary Agency, to be approximately $ 160,000,000, or Saudi Arabia's loreipn deit, 
or both. 


Gomments: teaction to the budvet was mixed. Commercial and wanking circles 
were inclined to minimize the role the budget would play in the wingdom's economy. 
Said Alatas, well-informed official of the Nietherlands Trading Society, summed up 
this view point with his comment that the budget could te comsidered "widow 
dresaing." 


On the other hand, the Mmbassy received the impression in the c wrse of severa! 
conversations with mesibers of vartous ministeries thal there was a rowinp will to 
follow the provisions of the new budvet which had not existed prior tu its 
publication. The Deputy Minister of Agriculture, Shaikh Abdul Kahnan Huleisi, 
commented: "Ye have our appropriation; we are askin,, for more, but whatever we set, 
we will spend in the spirit of the budget." 


f n f 
_/rrelosure 2S 3 Mf! for the Ambassador: 


1) Royal decree announcing budget jf 


2) Report of Minister of i‘inance 


ee (2G 
3) Estimated Income and Expenditures | = 
for fiscal 137) Kobhert A. Stein 
‘ssistant Avctache of kmbassy 
babi, allie 
Fy 
cc: Dhahran 
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| "Saudi Arabia's Budget for the Year 137)" 
A Royal Decree 
# 5/1/3/Suh 
Dated L/4/137) 
With the Help of Allah 


We, Saud Ibn Abdul Asiz, the King of Saudi Arabia, after being acquainted 
with the bills of the income and expenditure of the State for the fiscal year 137) 
and in view of what has been submitted to us by the Minister of Finance, have 
ordered the following: 


1) The expenditures of the State for the fiscal year 137) are to be 
limited at the sum of SR 1,355,000,000 in accordance with the bills which 
are attached with this decree. 


2) The income of the State for the Fiscal Year 137) is to be limited 
at the sum of 1,13,010,500 riyals in accordance with the bills which are 
attached with this decree. 


3) A sum of 211,989,500 riyals is to be taken from the Ueneral 
Reserve of the State to cover the articles of expenditure. 


lh) The collection of income is to be made in accordance with the 
effective regulations and instructions, Payments will be made to the 
Saudi Arabian Monetary Ageney and its branches for the account of the 
Ministry of Finance, 


5) The expenditures are to be paid by the Saudi Arabian Nonetary 
Agency in accordance with the budget and its instructions, 


6) Jt is not permitted to transfer any sum from one appropriation 
to another except by our order and when necessary. 


7) Any surplus in the income, and savings in the expenditures 
which are set out in this budget are to be transfered to the General 
Reserve of the State. 


8) The President of the Council of Ministers will execute our 
decree by notifying those concerned to act in accordance with it. 
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"The Budget of Saudi Arabia for the Year 137];" 
The Report of the Minister of Finance 
The Public Projects. 


The share of the public projects is great this year and the credit allotted 
for them has reached SR 160,000,000 which is for several projects, among which 
are? 

1) Ihe continuation of the re-construction of the Holy \fosque of Mecca and 

the Holy Mosque of Medina. 


2) Railway construction between Riyadh and Jidda and between Vedina and 
Jordan. 


3) Hadj and pilgrim projects. 

l\) The projects of bringing drinking water to seven cities. 
5) Construction of ports 

6) The projects which are underway in Medina 

7) The reform projects in the Eastern area, 


Furthermore, the appropriations in the budget for social affairs and the 
allotment of a big sum for the charity work, the assistance to industrial and 
educational institutions and organizations as well as assistance to municipali- 
ties are added to this. Not all the projects have been mentioned in the bill 
which is attached with the budget and there are other projects whose credit has 
been entered in the budget of the ministries concerned, which we mention under—- 
neath: 


SR 2,200,000 In the Ministry of Interior, Public Security vection, for 
the construction of modern posts, and prisons, and the 
construction of a Fire Brigade School and five new fire 
Brigade groups. 


SR 15,770,000 In the Ministry of Health for the construction of an innocu- 
lation clinic, Riyadh Hospital, a T.R. Hospital in Taif, the 
Sanitorium in Hada, the Isolating Hospital and three clinics 
in Riyadh e 


SR 4,700,000 In the Ministry of Agriculture for the project of six agricul- 
turel’ units, a workshop, Akramah Dam in Taif, and purchase of 
equipment and trucks for the drilling of artesian wells. 


SR 11,890,200 In the Ministry of Education for the construction of 369 schools. 
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In the Ministry of Communications 


SR 8,750,000 Wireless telephone project 

SR 1,850,000 Riyadh telephone project 

SR 800 ,000 Naval wireless stations 

SR 2,827,500 Jidda telephone projects 

SR 14,400,000 Jidda-Medina Road 

SR 2,000,000 Roads in Riyadh 

SR 2,854,150 Other roads 

SR 3,h77,500 The projects of Damman-Riyadh Hailway, and 
new passenger coaches, freight cars ard wther 


necessities. 


By adding this sum to the sum alloted for the other public projects which 
amounts to SR 160,000,000, the total becomes SR 231,519,053, By proportion this 
exceeds 20% of the income, 


We hope that the Ministries will undertake not to divert savings from their 
credits or transfer them to other projects. “e hope that they will be content 
with the appropriation for each project as it is a matter which should be fol- 
lowed. I am also in strong hope about that and about the Ministries appreciation 
of the big responsibility placed on the shoulders of the Ministry of “inance, as 
expected savings in some of the projects should be returned to the (General 
Reserve upon which the State Finances depends, 


(Signed) Minister of Finance and Natimal liconomy. 
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The Estimated Income for the Fiscal Year 137k 





Oil Royalties 
Income Tax 
Zakat: 
1) Grain Zakat 2,300,000 
2) Asset " 2 ,400 ,000 
3) Cattle " 450 ,000 
Custom Dues 
Habor Dues 
Port Dues 
Quarantine Dues 
Estate Tax 
Saudi Air Lines 
Railway and Damman Port Income 
Mines 
Cable Income 
Postal Income 
Telephone Income 
Residency Permits 
Passports 
Licensing of cars 
Driving licenses 
Stamp value 
Airport dues 
Nationality Books 
Registration of firms 
Registration of legacies 
Confirmation of documents 
Notaries Public 





State properties, sale and rents of lands and farms 


Government sales 
Returned expenditures 
Retirement deductions 
Assorted income \ 
Total Income 

From the General Reserve 
Grand Total 


The Expenditures 


Royal Family 


Jidda 


12h 


SR 





275374500 
692 ,2 50 000 
5,150,000 


211,989,500 


15355 ,000 ,000 


1) ALlotments for the King and Royal Family 4,533,312 


2) The Royal Diwan 
Council of Ministers 


5,000 ,000 


1) Diwan of Council of ifinisters' Presidency 1,800,000 
688 ,O00 
500 ,000 


2) General Secretariat 
3) Diwan of Complaints 
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49,533,312 


5,488,000 
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4) Diwan of General Supervision 


5) Advisory Council 


Foreign Ministry 
Vinistry of Defense and Aviation 


Page 
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1,500 ,O00 
1,000 ,O00 


1) Ministry of Defense 196,817,847 
2) Air Force 33,037,757 
3) Saudi Air Lines 27,063 ,Oh6 
4) Royal Guards 23,073,248 


S) Bedwin Formations & National ‘mards 


192 .022 ,89) 


2 of 
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Jidda 


21,000 yOOO 
72,014,792 


Ministry of Interior 


1) General Diwan * 2,961,730 
2) Amirates 20,517,700 
3) Wakfs 7,000 ,000 
) Public Security 46,519,030 
Public Security 38,379,350 
Passports : 3,911,5)0 
Fire Brigade 228, 140 
5) Coast Guard 1,798,670 
6) Um Al-Qurah 163,769 
‘Ministry of Education 
1) Ministry of Public "ducation 4,805 ,652 
2) Taif's Al-—Numoozijiah Schoo] 20,80 
3) Schools of the South hhS, 100 
Ministry of Communications 
Ministry of Ayriculture 
Ministry of Finance & National “conomy 
Ministry of Health 
Ministry of Commerce 
Judicial Presidency 
1) Judges and Courts 6,035,020 
2) Notaries Public 632 ,880 
3) Commercial Court 140,000 
Ifta (Religious Consultants and Religio - Educational 
Institutions) 
1) The Grand Mufti and General Dept. hh, 730 
2) Educational Institutions 7,494,890 
3) Buildings of Educational Inst. 1,990,000 
"Virtue~Ordering—Organization," 
Public Works 
Genergl Hadj Department 
General Department of Broadcasting 
Work Administration Department 
Annual allotments for Chiefs and Shaikhs of tribes 
Monthly personal salaries 
Retirement allowances 
Retrenchment compensation 
Charities 
Aids and contributions: 
1) General royal aids 15,000,000 
2) Aid for refugees 1,500,000 
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81,960,899 


45,671,592 


97 5227 860 
15,930,795 
33,820,517 
39 5549 458 
2 ,82),,000 
6,807,900 


9,929 ,620 


9,848,332 

16,200,000 
975,720 

2 5197 ,059 

1,968 190 

26,031,065 
6,963 ,057 
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Aid for Nat. Charity Inst. 
Expenses for Orphanage Home 
Aid for Industrial Inst. 


Loans for farmers 

Value of houses 

Digging of wells and work on springs 
Collection expenses 

Secret expenses 

Value of books and printed matters 
Entertainments 

Transportation : 


1) 
2) 
3. 


Value of cars 
Car rents 
Fuel and equipment 


Expenses for the royal trips 
Currency difference 

income Returns 

Al-Kharj agricultural project 


Aid for municipalities, Zubaida Spring and ambulance service 


Assorted purchases 
Unexpected expenses 
Public projects: 


2) 


9) 


10) 
11) 


12) 
13) 
1h) 


15) 


) Construction of the two Holy Mosques 


Acct. of Riyadh—Jidda-“edina Jordan 
railway 

Hadj and pilgrim projects 

New Govt. buildings & construction 
Building & construction of mosques 
Construction of the Medina-Yenbu road 
Repairs on bedwins roads 


Waters: 

a) In Riyadh 3,500,000 

b) In Yenbu 1,000 ,000 

c) In Amluj 1,350,000 

d) In Al-Wejh 1,350,000 

e) In Al-Laith 800 ,000 

f) In Al-Qunfudah 1,000,000 

g) In Jizan 2 ,000 ,000 
Ports 

a) Jidda 2 000 , 000 

b) Jizan 1,000 ,000 

ec) Al—Qunfu 500 ,000 
Public Projects in the Eastern Area 
Customs and wharehouse projects in the 


Eastern Area 
Expropriations in the 
Projects for Medina 
For the account of the construction of 
a new broadcasting station 


public interest 


For the account of Al-Nasriyah Hospital 
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1,000,000 
1,100,000 
500 ,000 


15,000 ,000 
1,000 ,000 
5 ,000 ,000 


15,000,000 


50,000 ,000 
15,000,000 
30,000,000 
1, ,000 ,000 
6,000,000 
1,500,000 


3,500 ,000 


6,000,000 


5,000 ,000 
6,000,000 
3,000,000 


3,000,000 
1,000 ,000 


3 


5 y000 ,000 
1,000 ,000 
1,000,000 
1,100,000 
19,000 ,000 
2 000 ,000 
3,000 ,000 
21,000,000 


6 5000 ,O00 
5 ,000 ,000 
500 ,000 
3,000,000 
8,416 ,Oly 
6,000 ,000 
10,157,032 


160 ,000 ,000 


Page ov Pape h 


wt 
Desp? No Fencl. No. 
tia UNCLASSIFIED imag omer | 
a (( ‘las vi frc ation) a 1 So 
From Jidda 
| SECTION SR 


hls for the account of debts of previous years 


128 , 4483 ,956 
TOTAL T, 355,000 ,000 


UNCLASSIFIED 


EA 


rei 


Uae Olay 


Neoot tyPb IN TRUS SPAT 


ATT POUCH UNCLASSIFIED 
age a ee? Chase Ee) SSG Qa PC J3 S33 
FOREIGN SERVICE DESPATCH 
: AW Aba tl 
American Embassy, Jidda 137 
1h DEPARIMENT OF STATE, WASTEENG TON nae He Bee » 


CERP, June 2b, 195), Item R-5. WARS 1955 
“RU TION Dry — 
WER # Nhelv CC » Mea ee, 6 E 4 





"5 b, OTHER : 
ween e Con. G Te. R LIMB ae tf eS y th I we O 





ABI 


of a The action office must return thia nermanent record cany ta NO1D Alan atte -— -—4- 


BANA STATEMENT OF KING'S RIYAL ACCOUNT UNDER STANT LIZATION SHUND 


Enclosed are copies of statements of the King's riyal acc 






the stabilization fund for the quarters ending, September 30, 195 


December 31, 195); from the books of the Jidda agency of the Ne 


ids 
= At it 
These statements were forwarded to the Embassy on 


‘ 


Trading, Society. 
March 6, 1955. 


For the Anbassadors 
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2 2 
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Robert A. Stein 
Assistant Attache of Embassy 
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suBJECT: Budget Estimates, Saudi Arabia 


The fiscal year presently followed by the Saudi Arabian Governm 


ponds to the Hegira Year. 


The budget for AH 137) (Aug. 30, 1954 to Aug. 19, 1955) was 
, to Embassy despa 


Dec. 2h, 1954 and was submitted as an enclos 
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predict when they will be, but the Embassy is of the opinion not before ‘the 
late fall of the year. 


In view of the annual differences in the date of the eee a of the 


Hegira Year in relation to the Gregorian Calendar, the Embassy suggests that 
the due date of the item under reference be amended from April 1 to "As Avail- 
able", thereby permitting the necessary flexibility in the reporting of this 
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Appointment of Rasim Khalidi as Vice |’resident of Saudi Arabian Wonetary 
Agency and Reactions thereto. 








SUBJECT 


| SUMMA RY 


og oom 


Rasim Rey Khalidi has been appointed Vice President of Vaudi 
Arabian Monetary Agency by the Minister of Finance. Khalidi was 
previously Vice Governor of the Agency until his resignation was 
forced in May, 195) by the then Governor, Mr. George Blowers. 


Present Governor of Agency, Mr. R. D. Standish, views Khalidi's 
appointment as giving the latter control of the Agency. Mr. Standish 
is currently planning to resign as Governor at the end of 1955. He 


would be willing to continue as Financial Advisor if requested to do 
30 by SAG. 


¢-S/OlL*°Vv9ss 


Mr. R. DPD. Standish, Governor of the Saudi Arabian Monetary Agency, has informed 
the Embassy that on March 15, 1955, the Minister of Finance, Shaikh Mohammed Surur, 
informed him that Rasim Bey Khalidi had been appointed to a specially created posi- 
tion in the Monetary Agency: Vice President of the Agency. Khalidi previously 
served with the Monetary Agency as Vice Governor from its inception in 1952 to May 
195), when his resignation was forced by Mr. George Blowers, then Governor of the 
Monetary Agency. (See Embassy despatch 02 of June 5, 195). 


SS 


Mr. Standish related that Khalidi's appointment to this 
of a letter signedsby the Finance Minister. No royal decree 
the appointment or to create the new position. 


position was by means 
was issued to cover 


Khalidi'ts appointment came shortly after his return from the Yemen, where he 
had spent almost four weeks in charge of a financial advisory mission sent by King 
Saud to the Imam (See Embassy despatch, 120 of January 29, 1955). 


ee and responsibilities of the Agency's new Vice President are 3 
a> | 


not yet known #. Standish stated. He was of the opinion, however, that. the new 
position would be ranked between the President of the Agency (the Finance Minister) 


and himself WAS Bee PONS egy informed by Shaikh Mohammed Surur that Khalidi was to be 
given tad BRA. e Agency's building. 


News of Khalidi's appointment came as a surprise to both Mr. S tandilstt jand the 
Vice Governor ‘of the Agency, Sayyid Matuq Hassanain. According to Mr. — the 
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latter - reportedly antagonistic to Khalidi - flew to Riyadh to present to the 
Finance Minister his objections to the appointment, and returned to Jidda with 
assurances that Khalidi wovld not interfere in the daily operations of the Ayency. 
Mr. Standish is not inclined to accept these assurances at face value, He is of 
the opinion that Khalidits connections with the Finance Minister will eventually 
enable him to dominate the administration of the Agency despite present protesta- 
tions to the contrary. 


(In the pust few months, !ir. Standish has stated on several occasions that 
the circumvention of the Governor's powers which he envisages will develop as a 
result of Khalidi's connections with the Finance Minister has, to his regret, pre- 
viously existed as a result of the close relations Vice Gayernor Hassanain enjoys 
with the Finance Minister. : 


To this, Mr. Standish adds two othér sources of convern which he believes 
limit his effectivness as Governor of the Agency: 


1) As a Christian he finds himself handicapped by being unable to visit 
and inspect branches of the Agéncy now located in the holy cities of Mecca and “fedina. 


2) His relations with the new Finance Minister are less close than those 
enjoyed by Mr. Klowers with Shaikh Abdulla Suleiman, who resigned as Finance “inister 
on August 30, 1954. The latter was aoparently inclined to let the Agency be run by 
its Governor, and in questions of a financial nature which affected the Agency, would 
ask for and often heed the advice of Mr. Blowers. In the case of the new Finance 
Minister, this does not seem to be true. Mr. Standish states the pattem for his 
relations with Shaikh Mohammed Surur was indicated the day after he became Governor, 
when, without prior consultation with or notification to the Agency, the Finance 
Minister devaluated the riyal in terms of dollars by approximately 2%). 


Faced with this situation, Mr. Standish reports that he is presently planning 
to resign as Governor at the close of 1955. He states he is prepared to continue 
with the Agency as an advisor if the Saudi Arabian Government desires to retain him 
as such on suitable terms. He does not wish, he informed the Fmbassy, to continue 

as Govemor if he is to be responsible for the Agency's operations but is not to 
have duthority to direct its activities, 


Comment: It appears to the Embassy that it is too early to say what role 
Khalidi will play in the Monetary Agency, and Mr. Standish's pessimism may be uwn- 
founded. There is a strong possibility, however, that his selection is further 
evidence of the trend towards economic and political nationalism which has charac- 
terized the Kingdom's affairs since the death of King Abdul Aziz ibn Saud jin November, 
1953. 


It may be that the current interest of the Saudi Arabian Govermment in establish- 
ing closer financial and economic relations among Egypt, Syria and Saudi Arabia, which 
came about primarily as a reaction to the Turk-Iraqi pact, caused consideration to be 
given to the advisability of having an Arab in control of the Monetary Azency in place 
of an American. An indication that this may have been the case came shortly after 
Khalidi'ts re-appointment to the Monetary Agency, when he was selected by the - 
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Arabian Government to accompany the Gaudi delegation which attended the recent 
bai ro meeting convened to further the Egynptian-Syrian=—Saudi Arabian 


rapprochmen t 
mentioned above. 


for the Ambassador: 


Robert A. Stein 
Assistant Attache of Mmbassy 
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UBJECT Bank Statement of King's Riyal Account under Stabilization Fund 





Enclosed are copies of statements of the King's riyal account under the 
stabilization fund for the quarter ending March 31, 1955 and for the quarter 
ending June 30, 1955 furnished the Embassy by the Jidda agency of the Nether- st 
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COPY OF STATEMENT OF THis: KINGS RIYAL ACCOUNT 


FROM THE NETHERLANDS TRADING SOCIETY 


Jeddah, 2nd April 1955. 
H-M. King of Saudi Arabia, 
Stabilization Fund. 

Please note that the following entries have been passed through 


your Rls. account witb us; 


DATE PARTICULAKS DEBIT CREDIT 
Jan. J. Balance Rls. 4. ,000,000.- 
March 31 Balance in your favour 4,000,000. = 


Rls. Iy,000,000.- ,,000,000.- 


NisVERLANDSCHE HANDELSMAATSCUAPPIK,N.V. 
"Netherlands Trading Society" 
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COPY QO STATEMENT QF THE KING'S RIYAL ACCOUNT 
FROM THE NETHERLANDS TRADING SOCIETY 


Jeddah, 30th June 
His Majesty King of Saudi 
Arabia, Stabilization Fund. 


Please notethat the following entries have been passed through your ils. 


account with us} 


DATE PARTICULARS DEBIT CREDIT 
APRIL 1 Balance Rls ),,000,000.- 
JUNB 30 Balance in your favor 4, 000,000.- 


Rls [,000,000.--_ ,000,000- 


Nederlandsche Handel-Maatschappik, N.V. 
"Netherlands T,ading Society" 
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Assistant U.S. Treasury Representative in the Middle East, who visited this post 


between July 15 and August 5. The Embassy is in accord with the substance of this 
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Enclosed is a memorandum on the above subject drafted by Ge M. Bennsky, Jre, 


memorandume 


After reviewing the genesis and development to date of the Lend-Lease Silver 


and Stabilization Agreements, Mr. Bennsky concludes, in brief: 


le It does not appear that SAG desires to extend the life of the 
Stabilization Agreement, which expired on May 29, 1955, at least in its 
present form. Nor do SAG monetary authorities require such an arrange- 
ment with the U.S. in order to stabilise the foreign exchange value of 
the riyal. Moreover, Treasury would probably prefer to have the Agree- 
ment washed out al and the King's Dollar Account in the Federal 


Reserve Bank of New York (the Agreement's source of funds) revert to its 


original, purpose--1.e., as a reserve for the eventual repayment by SAG 
of its lend-lease silver debt to the U.S. Therefore, it would appear 
best that the Embassy not SAG re its thinking, if any, on the 
Agreement. In short, it's SAG's lead. 


2e SAG should notify the U.S. Government that, in accordance 


‘With the termination provisions of the Stabilization Agreement, it is 


undertaking to redeposit $1 million (drawn in March, 1954) in the 
King's Account against the release of Ris. |, million to the Monetary 
Agency from the special riyal account in the Netherlands Trading 
Society. Governor Standish of the Monetary Agency indicates that it 
is his understanding that the Ministry of Finance plans to authorize 
this transaction towards the end of August. However, if this trans- 
action does not materialize, it would appear best that any approach 
to SAG be kept as routine as possible--e.g., from the Department, on 
behalf of Treasury, through the Saudi Embassy in Washington. 


3e SAG should be aware that its lend-lease silver obligations 
comes due on April 27, 1957. This has been pointed out (a) formally 
by the Embassy in an Aide Memoire of June, 1952 and (b) informally, 
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more recently, during discussions between Monetary Agency and ‘reasury 
officials. It is to be hoped that SAG does not look for the U.S. to 
cancel the silver debt or to extend its due date. Therefore, it might 
be a good idea for the Embassy to get these points across to the 


Finance Minister when an appropriate and favorable opportunity presents 
itself. 


Both the Embassy and the Treasury Representative would appreciate any com- 
ments the Department and Treasury might care to make re these three conclusions.e 


Oe, ae 


G. Wadsworth 
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MEMORANDUM 
TO: The Ambassador July 26, 1955 


FROM: G. Me. Bennsky, Jr.; Assistant U. S. Treasury Representative in the Middle 
East 


SUBJECT: Lend-Lease Silver and Stabilization Agreements Between the United 
States and Saudi Arabiae. 


Problem J 


The Stabilization Agreement between the United States and Saudi Arabia 
which was signed on May 29, 1950, amended on June 9, 1952, and extended by an 
exchange of notes on August 1, 195, for one year beyond May 29, 1954, expired 
on May 29 of this year. 


The Saudi Arabian Government has not requested further extension of the 
life of the Agreement and has not complied with the provisions of paragraph 5 
of the Agréement, which relates to duties and obligations upon its termination. 
(See attachment.) In addition, our Government has not taken steps to obtain 
Saudi Arabia's compliance with the provisions of paragraph 5. 


Under these circumstances, what action, if any, should be taken by this 
Embassy? Also, should the Embassy seek to remind SAG of the timing and magni- 
tude of its lend-lease silver obligation? 


Background 


In order to place the current status of the Stabilization Agreement in its 
proper perspective, I will first review its genesis and development. 


During World War II the United States lend-leased to Saudi Arabia 22.3 ~ 
million ounces of silver in the form of riyal coins (see the attached table 
for details). The need for these riyals was generated by increased economic 
activity which followed the U.S. decision to actively push oil production and 
to construct the Dhahran airbase. In addition, hoarding and lack of an adequate 


banking system played a significant role in building up the requirements for 
additional riyals. 


At the 71 cent per ounce valuation used for lend-lease silver transactions, 
the value of those coins lend-leased to Saudi Arabia, including shipping costs, 
was $16.3 million. However, the silver lend-lease agreements provided that SAG 
would return to the U.S. Treasury within five years after the end of the exist- 
ing national emergency in the United States as determined by the President of 
the United States, an amount of silver equivapnt to the total number of ounces 
of silver, transferred to Saudi Arabia under the Lend Lease Act. This five 
year period may be extended for an additional two years by agreement of both 
Governments, if the world supply of silver makes it advisable. Thus, since the 
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| President terminated the national emergency on April 28, 1952, the Saudi Arabian 
lend-lease silver debt will be due on April 27, 1957. 


Inasmuch as the world free market silver price has tended upward since the 
war, it appears probable that Saudi Arabia's obligation will come to somewhat 
more than $16.3 million. For example, at the 195) New York silver price of 
85.25 cents per ounce, the purchase of 22.3 million ounces of silver would have 
required $19 million. It should be noted, however, that a bit over one million 
ounces (valued at $853 thousand at 195), NeY. silver price) is subject to nego- 
tiation and probable cancellation, owing to having been lost at sea before 
delivery. 


The riyals lend-leased to Saudi Arabia were in part sold for dollars by 
the Saudi Government to foreign diplomatic miasions and foreign business enter- 
prises (primarily Aramco). Under the lend-lease agreements, the Saudi Govern- 
ment agreed to deposit 60 percent of the dollar credits so obtained in an 
account in the Federal Reserve Bank of New York in the name of His Majesty 
the King of Saudi Arabia. This account was to be held for the sole purpose 
of purchasing silver to be returned to the U.S. Treasury-~i.6., as a reserve 
for the eventual repayment of the silver debt. The account finally totalled 
$4.7 million, which I gather is probably less than the 60 percent called for in 
the agreements. This total is less than one-third of the war time cost of the 
riyals and only about one-fourth of the cost of repurchasing the 22.3 million 
ounces at the 195); New York price of silver. 


From the end of the war until 1950 the King's dollar balance remained 
untouched in the Federal Reserve Bank. Although the account was in the name 
of the King, there was a special confidential understanding that the Federal 
Reserve Bank would allow no withdrawals from the account without the express 
permission of the U.S. Treasury. 


In 198, George Eddy (Treasury) and Raymond Mikesell (State) were sent 
to Saudi Arabia at SAG request to give it advice on its monetary problems. 
Their principal recommendation was to stabilize the riyal in terms of U.S. 
dollars at 25 cents per riyal, which was then the market value and approximately 
the bullion value at the 75 cent per ounce New York market price of silver. 


A major obstacle to the adoption of such a program developed in the Minister 
of Finance's conviction that he did not have enough dollars to stabilize the 
Saudi riyal. In fact, inasmuch as the government's oil revenue constituted the 
majority of the entire national incom, he did have sufficient dollars. A mere 
government resolve to use its foreign exchange income to buy riyals from the 
open market at a fixed price would have sufficed to stabilize the riyal. However, 
the Finance Minister for budgetary and possibly personal reasons wished to manipu- 
late the market and make foreign exchange as costly in terms of riyals as possi- 
ble==tiee., during 1948 and 1949 the riyal averaged 22.7 cents while its bullion 
value averaged 25 cents. 


Confronted with this situation, George Eddy suggested to the Finance Minister 
that, if SAG considered it necessary, SAG could request permission of the U.S. 
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Government to utilize the King's account in the Federal Reserve Bank of New York 

| for stabilization purposes. Request for such permission was made in 1950 and a 
two-year agreement signed on May 29, 1950. The agreement was amended and extended 
for two years on June 9, 1952, and extended for one year on August 1, 195). These 
extensions were back dated to May 29; therefore, the last extension expired on 
May 29, 1955. 


The Agreement provides that SAG can, with the permission of the U.S. 
Government, make withdrawals from the King's Special Dollar Account in the 
Federal Reserve Bank of New York to an operating account in the Netherlands 
Trading Societye SAG could use the dollars to buy riyals either in the Saudi 
market or newly minted in Mexico, provided four riyals were kept in a special 
collateral account in NTS for each dollar used. After riyals had been acquired 
and placed in this special riyal account, they could, subject to approval of 
the U.S. Government, only be utilized for three purposes: 


le repayment to the U.S. against the Lend-Lease silver debt; 


2. release to SAG against deposit at the Philadelphia Mint 
of an equivalent amount of silver bullion; 


3. release to SAG against redeposit of their equivalent in 
dollars in the King's account with the FRB of N.Y. 


In fact, all releases from the special riyal account have taken place for 
the latter purpose. , 


There have been no transactions under the Stabilization Agreement since its 
extension on August 1, 1954. SAG requested a $2 million withdrawal on July ll, 
1954e The U.S. Government approved the withdrawal on July 13, 195), subject to 
signature of the renewal of the Agreement. SAG did not exercise its withdrawal 
right, and on December 13, 1954, the U.S. Treasury notified the Embassy that it 
had instructed the FRB of N.Y. that U.S. approval of the Saudi $2 million drawing 
was terminated. Treasury indicated that U.S. approval of dollar drawings was 
granted to meet specific situations and was not automatically and indefinitely 
valid. 


The current status of the accounts of the Agreement are $1 million withdraw 
from the FRB in March, 1954, and Rls. | million in the special riyal account 
maintained by the NTIS. Therefore, the King's Account in the FRB of N.Y. now 
stands at $3.7 million. 


1953-54 Discussions 


In September, 1953, Messrs. Khalidi and Mcleod of the Monetary Agency 
presented an Aide Memoire to and held discussions with officials of the U.S. 
Treasury Department. These discussions were continued in Jidda off and on 
throughout the first half of 195 between the Embassy and SAMA and the Ministry 
of Finance. 
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The main proposals made in the Aide Memoire and the U.S. position towards 
them were: 


1. That the amount of the Stabilization Agreement be increased to $8.5 
million. Ues. joes. -- Since the King's Special Dollar Account totals only 
$4.7 million, it is impossible to arrange for that Account to finance operations 
requiring $8.5 million. With the majority of its national income consisting of 
foreign exchange, it is now apparent that the financial position of Saudi Arabia 
is one which would be an appropriate case for the use of the limited resources 
of the U.S. Stabilization Fund. 


2e That the scope of the Agreement be enlarged to cover the stabilization 
of all Saudi coins, and particularly the Saudi gold sovereign, rather than 
silver coins only. U.S. position -~ The original position was that, since the 
terms under which oes thats ace originally lend<leased to Saudi Arabia pro- 
vided that the Special Dollar Account was to be used solely for the purpose of 
repaying the silver due to the U.S., it did not appear possible for the dollars 
in that Account to be used for the stabilization in Saudi Arabia of gold coins. 
However, during the December, 195); and January, 1955, Saudi gold sovereign 
replica crisis, the U.S. reluctantly agreed to enter into a special agreement 
to cover gold sovereigns provided (1) SAG committed itself to reverse the trans- 
action at the earliest possible time, in any event within six months, so as to 
return to the dollar-riyal basis and (2) the Stabilization Agreement was renewed 
for one year without change. 


3-e That the Monetary Agency be recognized as the exclusive agent both for 
holding the collateral and for conducting operations on behalf of the Saudi 
Government. U.S. position -- Under all U.S. stabilization agreements the 
collateral wit ere a neutral third party, such as NTS. The Monetary 
Agency is not an independent, neutral entity but is closely tied to the Ministry 
of Finance. Therefore, the U.S. could not accept this proposal. 


ke That the restraints, consultations and requirements for deposit be 
liberalized to permit instantaneous, flexible use of the money by the Monetary 
Agency. U.S. position —- The U.S. Treasury was concerned over a violation of 
the Agreement trick occurred in June, 1953. Without seeking U.S. approval one 
million riyals were transferred from the NIS to SAMA against the deposit of 
$250,000 by SAMA in NTS. In addition the $250,000 received by NIS was not 
transferred as required to the King's Account in the FRB of NeY. It took some 
months of haggling to clear up this transaction. Therefore, Treasury desired 
to maintain the procedures which had been incorporated in the Agreement in 
order to adequately protect its interest in the King's Dollar Account. Treasury 
indicated that the Stabilization Agreement was not available for any sort of 
instantaneous stabilization, but was in fact a special arrangement which was 
planned to be rather deliberate and to move gradually rather than erratically. 


The Embassy and the U.S. Treasury Representative in the M.E. recommended 
a number of procedures which would fix clearly Saudi responsibilities re admini- 
stration of the Agreement and streamline its operations. Treasury was only 
willing to accept one of these recommendations--i.e., certification to the 
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Embassy by NTS that it had cabled an order to deposit dollars in the FRB of N.Y. 
would be accepted as satisfying the deposit requirement under the Agreem:nt. 


After roughly eleven months of intermittent discussion, SAG signed a one 
year extension of the Agreement without charge. The Monetary Agency success- 
fully weathered the gold sovereign replica crisis, so the proposal to bring 
this coin under the Agreement lost its urgency and was dropped. SAG simply 
gave up in its efforts to substitute SAMA for NTIS and to speed up the operations 
of the Agreement. However, if it had not been for Blowers! interest, I think 
that SAG might have let the Agreement lapse as of May 29, 195h.s 


Conclusions 


le It does not appear that SAG desires to extend the life of the Stabili- 
zation Agreement, at least in its present form. The Vice Governor of the 
Monetary Agency indicated to me, during my March as well as present visit, 
that SAG remains mainly concerned with the desire to make SAMA its agent and 
with the slowness of operations under the Agreement. In short, I gather SAG 
considers the Agreement of very limited use to it in its present form. On our 
side, I think Treasury will stick to the positions it took during the 1953-5); 
discussions. In fact, I -think Treasury would prefer to have the Agreement 
washed out altogeth= and the King's Dollar Account revert to its original 
purpose=—1.e., as a reserve for the eventual repayment of the lend-lease silver 
debt. 


SAG monetary authorities require the use of the King's Account for riyal 
stabilization purposes now even less than they did in 1950. The acceptance 
and increasing use of Pilgrims Receipts have given Saudi Arabia's currency 
much needed flexibility, particularly during such periods of heavy demand for 
local currency as the Haj. The Monetary Agency, as SAG's fiscal agent, handles 
the conversions of the majority of the foreign exchange income of the country. 
By its policy of buying riyals from the commercial banking system at a fixed 
price, it is able to stabilize the exchange rate of the riyal. (I do not mean 
to imply that Saudi Arabia's monetary situation is free of disturbing elements. 
The increasing use of paper without a firm government resolve to maintain 
adequate cov.r is cause for some concern. But the Stabilization Agreement, 
due to its limited si,e and scope, would be of little use, even if its terms 
of reference would allow it to be utilised, in coping with a crisis generated 
by too mich paper currency looking for too little readily available silver and 
foreign exchange. I will go into this problem in more detail in a future 
memorandum.) In addition, SAG's flow of oil revenues enables it to borrow 
both at home and abroad at reasonable rates of interest when it is in need of 
short-term foreign exchange resources. Moreover, the fact that the Agreement 
has not been utilized since it was renewed in August, 195), would appear to 
indicate that it is not a required element in SAG's riyal stabilization 
activities. 


Taking account of the above considerations I hesitate to recommend an 
approach to the Ministry of Finance. re its thinking, if any, on the Stabili- 
zation Agreement. In short, it's SAG's lead. 
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2- SAG should notify the U.S. Government that, in accordance with the 

| termination provisions of paragraph 5 of the Agreement, it is undertaking to 
redeposit $1 million (drawn in March, 195) in the King's Account in the FRB 
of NeY. against the release of Rls. } million to SAMA from the special riyal 
account in the NTS. Standish informed me that he understood that the Ministry 
of Finance planned to authorize this transaction within roughly one month. I 
do not think any action is called for by this Embassy at this time. Treasury 
is well aware of the provisions of paragraph 5 and will when it deems necessary 
request State to approach SAG. If an approach to SAG is found necessary, it 
would appear best that it be made by State, on Treasury's behalf, through the 
Saudi Embassy in Washington. 


3e Regarding the due date of the lend-lease silver debt, this Embassy 
in an Aide Memoire of June, 1952, called SAG's attention to the fact that the 
silver repayment would be due within five years of April 28, 1952. It should 
be noted that the Aide Memoire called for repayment of 21.3 million ounces of 
silver, thus eliminating consideration of the one million ounces lost at sea. 
The provisions of the lend-lease silver agreements were also brought to the 
attention of Messrs. Khalidi and McLeod during their September 1953 Stabili- 
zation Agreement discussions with Treasury in Washington. In addition, I 
have discussed the matter with Standish. Therefore, I should like to think 
SAG is aware that this obligation comes due in April, 1957. 


I hope that SAG does not look for the U.S. to cancel the silver debt. 
During 195 the Netherlands delivered 11 million ounces of silver to the 
Philadelphia Mint against their lend-lease obligatione ‘Some of the countries 
which obtained lend=lease silver, including the two largest debtors—-India and 
the United Kingdom—-have taken steps to obtain the silver needed to repay 
their obligations by melting down circulating coins containing silver and 
substitutive base metal coins in their stead. For example, the Indian Govern- 
ment has on hand a stock of silver of approximately 300 million ounces which 
is more than sufficient to take care of India's lend-lease silver obligation. 
The total outstanding silver debt amounts to 399.5 million ounces, which was 
worth $283.6 million when lend<leased. (See attached table for country 
breakdown.) The above does not appear to indicate that lend-lease silver 
obligations will be canceled. Nor does it appear to indicate that the world 
supply of silver will be such as to make it advisable to extend the due date 
by two yearse 


If the currency law now under consideration by SAG is decreed and token 
coins are issued thereunder, SAG may be able to demonetize sufficient silver 
riyals, which when coupled with the $).7 million in the King's Account, will 
cover its lend-lease obligations. (Since the riyal contains .3)375 ounces of 
silver, approximately Rls. 62 million would be required to repay the 21.3 
million ounces of silver delivered to Saudi Arabia.) The governing factors 
in any demonstization at t will be timing vis-a-vis confidence. If de- 
monetization of silver is ruled out, SAG will be required to budget 
sufficient foreign exchange to purchase the silver in the world market. At 
the average 195), New York silver price, between $13 and $1); millions would 


| be required in addition to the $.7 million in the King's Account. 


CONFIDENTIAL = 


7 ol 


Page 


Page ot 
nna CONFIDENTIAL Encl. No. 1. 
(Classification ) Desp. No “en 


bron 
Prom 


It might be a good idea to bring the content of the immediately preceding 
two paragraphs to the Minister of Finance's attention when you again discuss 
I would not recommend making 


currency and coinage plans and problems with him. 
the silver obligation the primary reason for the conversation. 


GMBennsky , Jr/trg 
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Stabilization Agreement between the 
United States and Saudi Arabia 
(Paragraphs ) and 5) 


ke Silver coins acquired and held by the Netherlands Trading Society as 
provided in paragraphs 2 and 3 may be utilized, with the approval of the United 
States Government, only for the following purposes: 


a) for shipment to the United States Mint at Philadelphia, 
Pennsylvania, for payment on account of the silver 
obligation of His Majesty the King of Saudi Arabia to 
the United States Government, with the understanding 
that His Majesty will pay all shipping and refining 
costs; or 


b) for delivery to a duly authorized representative of 
liis Majesty provided prior payment of an equivalent 
amount of silver bullion has been made to the United 
States Mint at Philadelphia, Pennsylvania, by His 
Majesty on account of his silver obligation to the 
United States Government; or 


c) for delivery to His Majesty upon deposit by His Majesty 
in the Special Dollar Account at the Federal Reserve 
Bank of an amount of dollars computed by using the 
same rate (or rates) per silver coin, or per ounce of 
fine silver content, for deliveries of silver coins, 
as was (or were) used in the purchase of silver coins 
under paragraph 2 of this Agreement, in the chrono- 
logical order of purchase beginning with the first 
purchase. (The purpose of this provision is to insure 
that, at all times, the sum of the dollars redeposited 
in the Special Dollar Account for all of the silver 
coins delivered to His Majesty under this paragraph 
will equal the sum of the dollars expended by the 
Netherlands Trading Society for the earliest purchases 
of silver coins having an equivalent fine silver content.) 


Se This agreement shall terminate five years after the date of its 
establishment subject to earlier termination at any time thirty days after 
either His Majesty the King of Saudi Arabia or the United States Government 
advises the other of an election to terminate the agreement. Such termination 
shall not affect any of the duties and obligations set forth in this paragraph 
which shall contime in effect until fully discharged. pon termination of 






this agreement, His Majesty shall promptly (i) redeposit in the Special Dollar 
AccOUnD of His Majesty =f 3 Re 4 ATTY 5) lars ms p in 
tne dollar account of His Ma‘ : Nethe : y Soc » and 

ij ship o the Un ed ates Mint a Phi lade | ph 9 P ennsy. ANLA » any silver 


coins remaining in the special silver coin account with the Netherlands Trading 


| Society in accordance with the provisions of raph )(a). hereof except to the 


extent that the provisions of paragraph l(b) or l(c) have been complied with. 
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LEND=LEASE OF SILVER TO SAUDI ARABIA 


The specific authorizations for silver loaned to Saudi Arabia are indicated 
below: 


Defense Aid Date of No. Fine Troy 
Allocation Noe Allocation Ounces 

1yh46 June 30, 19h) 3,437,500.00 

1489 Oct. 4, 19 1,031, 250.00 

1512 Nov. 15, 19h); 3,437, 500.00 

1651 June 195 5 ,843, 750.00 

1671 Nove 19, 19)5 00.00 
22,3h1, ° 


Less: 


Lost at sea ewe eer ec eee ee wo ec 0 0 co @ 1,031,250.00 
Shortage on GRINNEL VICTORY « «.ecececcece 


23, 
Vela sa acs wae eek Se aw es Ee 
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LEND=LEASE SILVER OBLIGATIONS 
In millions of ounces 


India and Pakistan 226.0 
United Kingdom 88.1 
The Netherlands Yyoe7 
Saudi Arabia 2203 
Australia 11.8 
Ethiopia Sel 
Fiji Islands 0.2 

Total 399.5 


The Silver Market in 195k, 39th Annual Review compiled by Handy and 
arman of New York. 
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TREASURY DEPARTMENT 


OFFICE OF INTERNATIONAL FINANCE 


CONFIDENTIAL 


To: Chief Monetary Affairs Staff 


From: Director, Ottice of International Finance, Treasury Dept. 


It 1s requested that the following cable be sent from 
Treasury to the Treasury Representative, Beirut, Lebanon, repeat 
American Embassy, Jidda, Saudi-Arabia, in reply to letter No. 103, 
August 8, 1955, concerning the Lend-Lease Silver and Stabilization 


Agreements between the United States and Saudi-Arabia, and despatch 
No. 15, August 8, 1955, from Jidda. 


|? 


WASHINGTON 25 " ?) 


\ busy 29% ae : 
CONFIDENTIAL 
~f Come oe a4 maken A AY a i : 
Agree Bennsky memo'and draft despatch on Saudi 


Stabilization Agreement. exeepy\question extension due. ~ 

date Lend-Lease silver which-if-raisedby SAU\should be | 

left-open, Vace vilkteg et,.4, Arar tnadt fe Att Cee t £ fig! # 
All outstanding silver agreements require delivery 

same date. FYI question general policy re extension due 

date for delivery Lend-Lease silver by various debtor countries 

not yet considered and no determination likely for some time. 
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‘Esos vleector, -fTlice of Imtermationa! Finance, Treacur, et. 


it is requested thet the foliowing easle ve semt from 
Treasury to the Treaaaury -epresentative, Jeirut, Lebanon, repest 
Averioan Enbansy, J caudiekraola, re, ly to letter He. 103, 
August 5, 1955, conc ; the LendeLease Silver and Stabilisation 
Agreans:.ts between the United States ond Ssudi-srasia, and despatch 
No. 15, August 8, 1955, from Jidda. 


COMP! OS TLAL 


Agree Demnaky nene and draft despaten on Saudi 
Stabilisation Agreement except question extension due 
date Lend-Lease eliver wiich if raised by SAG showld be 
Left apen, 


All cutetending sliver agreenenta require delivery 
same date, FYI question general polley re extension due 


date fer delivery Lend-Lease silver by vaerioug debtor countries 
not yet considered and no deteruination likely for some time, 
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August l, 1955 


Memorandum Re Expiration of Saudi Arabian 
Monetary Agreement 


Our Stabilization Agreement with Saudi Arabia expired on May @, 
1955. It does not appear that the Saudis have given any thought to 
this fact or to the problem of asking for a renewal. This raises the 
question of whether we should approach them with respect to renewal 
or winding up of the agreement, 


Paragraph 5 of the agreement provides that the agreement shall 
terminate five years after its establighment (which was May 29, 1950), 
and upon such termination all dollars remaining in the King's dollar 
account with the Netherlands Trading Society shall be redeposited in 
the special dollar account of His Majesty with the Federal Reserve Bank 
of New York. In addition, any riyals remaining in the King's special 
riyal account with the NTS are to be shipped to the United States Mint 
at Philadelphia, Itis further provided that termination of the agree- 
ment shall not affect any of such duties and obligations which shall 
continue in full force and effect until fully discharged. The status 
of these accounts at present is that the NTS holds ,000,000 riyals 
($1,000,000) and the special dollar account at the New York Federal 
amounts to $3,689 ,50.37. 


The special dollar account at the New York Federal, which has been 
used under the terms of the Monetary Agreement to purchase riyals, 
was set up so that a fund would be available, when the time came, with 
which the Saudis could purchase silver to repay the lend-lease silver 
debt. Since this debt is not due until April 27, 1957, with the pos- 
sibility that it may be extended for two years, there does not appear 
to be any urgent reason for our approaching the Saudis at this tim, 
Under the terms of the Monetary Agreement, as pointed out above, we would 
not be prejudiced. Last year an extension of the Monetary Agreement 
was signed on August 1, two months after the expiration, so we woult not 
be precluded from considering an extension this year if one should be 
requested, 


In view of these considerations, it is recommended that we do 
not open up the question of renewing the Monetary Agreement to the 
Saudis. 
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OGPY Or STATEMENT OF {lik RING'S wl YAL ACCOUNT 
HOM THis METHEnLANDS TRADING SOCIETY 


Jeddah, 30 September 1955. 
He lie hing of Saudi Arabia 
Stabilization lund. 
Please note that the tollowiny entries have been passed thruugh your liyals 


account with uss 


DAI'Is PAKT LOU LAS Des 1'T Chua LT 
July 1 alance lis. 4,000 , U0O.- 
sept. 30 balance in your favour Kis. 4,000,000,- 


ils. 4,000,000.- — _4,000,000.- 


NEDERLANDSCIE HANDEL-MAATSCHAPPIJ, N.V. 
"Netherlands ‘l'rading Society" 
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As part of the Consulate General's study of the potentialities of American é 
export trade to this area, the question of Saudi Arabia's present and anticipated 0) 
dollar earnings was deemed an appropriate matter on which ARAMCO's financial - > 
experts could be asked to comment. The probability that there would be increased ; 
pressure on ARAMCO and on Saudi Arabia to use non-dollar currency for imports: was 2g 


brought out in the letter of transmittal of ARAMCO's 1954 Report of Operations, . 
which stated: 








UAIECT 


ARAMCO Report on Saudi 


hp 
"With the increasingly keen competition for markets, it has become more 
important than ever that both the Company and the Saudi Arab Government 


make every effort to use non-dollar currencies." 


The brief ARAMCO study is forwarded as Enclosure 1. It points out that ther 
are "certain features connected with the sale of Saudi Arabian oil that, under oO 
existing world financial conditions, tend to limit the ability of Saudi Arabia to 
purchase goods from dollar sources." This stems, it notes, from the fact that 
Saudi Arabia's foreign exchange reserves are derived mainly from the production 
and sale of petroleum and that the sale of petroleum from Saudi Arabia is for the 
most part in European and Asiatic markets. The report adds that "there is a dis- 
tinct possibility that the non-dollar percentage of total petroleum income may 
continue to increase over the future," 


GlzZ-11/0 


On the other hand, it is pointed out that the company is able to obtain sub- 
stantial dollar receipts for oil sales even outside of the United States and is 
hopeful that its dollar receipts will continue on a substantial scale. Regard- 
ing the attempts to purchase materials from non-dollar sources, the report notes 
that many items, particularly specialized materials, will continue to be obtained 
from United States firms because foreign products are not competitive. 


For the Consul General: 


L Le 
ve 4d (1 Heb 


rs [; Theodore A. Wahl 


Vice Consul 
Enclosure: 


Letter and Memorandum from ARAMCO 
dated October 1, 1955. 
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ot ARABIAN AMERICAN OIL COMPANY a aa 
oO Dhahran | 
P Saudi Arabia 
Y October 1, 1955 


Mr. John Carrigan, Consul General 
U.S. Consulate General 
Dhahran, Saudi Arabia 


Dear Mr, Carrigan: 


Some time ago you mentioned that you were further studying the possibili- 
ties for American export trade with Saudi Arabia. In addition to such features 
as climate, local customs, consumer preferences, economic and commercial develop- 
ment, and competition from other sources, you recognized that American export 
trade prospects might be somewhat affected by the fact that part of the revenue 
received here from the export of Saudi Arabian oil is in the form of non-dollar 
currencies that cannct be freely used for the purchase of United States—origin 
goods or services, Aé¢cordingly, you asked whether Aramco would be interested in 
commenting on this problem, which is the purpose of this letter. 


At the outset, I know you will appreciate that Aramco has neither the right 
nor the inclination to influence the direction of Saudi Arabia's import trade, 
Naturally, we' hope that American exporters will be able to find opportunities 
to maintain sound and rewarding trade relations with this country. Saudi Arabia 
is basically an importing nation with an expanding economy, and as such will 
almost certainly be purchasing increasing quantities of goods or services from 
those countries in a position to supply its requirements. There are, however, 
certain features connected with the sale of Saudi Arabian oil that, under exist- 
ing world financial conditions, tend to limit the ability of Saudi Arabia to 
purchase goods from dollar sources, 


Saudi Arabia's import activities are necessarily related to the character 
and quantity of its foreign exchange revenues, This country's revenues are 
derived mainly from the production and sale of petroleum, which is sold for the 
most part in European and Asiatic markets. The income to Saudi Arabia originat- 
ing from such petroleum sales has gradually shifted from a dollar basis to a 
combination of dollar and non-dollar revenues, and there is a distinct possibil- 
ity that the non-dollar percentage of total petroleum income may continue to 
increase over the future, To the extent that the Saudi Arab Government has dol- 
lars available or can dispose of non-dollar currencies in exchange for dollars 
or dollar goods, there would appear to be a potential market for American export- 
ers, Because of Saudi Arabia's financial picture, European and Asiatic exporters 
are active in supplying some of Saudi Arabia's requirements, which naturally 
creates a competitive situation. 

5 


Aramco, inasmuch as it shares Saudi Arabia's interest in protecting world 
outlets for Arabian petroleum, is itself faced with a similar set of conditions, 
Accordingly, we have been attempting to purchase an increasing part of our com- 

| pany requirements from non-dollar sources, However, there is little doubt that | 


[nasser | 
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we shall continue to look to U.S. sources for many items, particularly special- 
ized materials which European suppliers have not been able to offer in adequate 
price, quality, quantity or delivery terms. 


The above comments are somewhat over-simplified, but may, nevertheless, be 
of help to you. For your own use in gaining further understanding of the non- 


dollar oil problem, I am attaching a memorandum that explains the situation in 
considerably more detail. 


Very truly yours, 


R. S. Hawkey 


RSH: flm 
Attachment 
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C ARABIAN AMERICAN OIL COMPANY Attachment 


P Dhahran, Saudi Arabia 
Y October 1, 1955 


MEMORANDUM 
THE NON-DOLLAR OIL PROBLEM 


The non<dollar oil problem arises from the fact that all but roughly 10% 
of Saudi Arabia's oil production is sold to foreign markets outside the United 
States, Many of these markets are located in countries which for years have been 
faced with shortages of U.S. dollars and even other foreign currencies, Since 
oil is one of their largest and most indispensable import items, such countries 
are constantly seeking to pay for foreign oil as much as possible with their 
own currencies, or, failing that, with foreign currencies other than U.S. dollars. 
These currencies cannot be freely used or converted to dollars; generally, they 
must be spent in the country where the oil is sold or in certain other associ- 
ated non—dollar areas, 


Moreover, oil production has expanded rapidly of late in a number of Middle 
Fast countries where oil company ownership and concession arrangements permit 
the sale of oil wholly or largely against sterling or other non—dollar curren- 
cies, This increasing availability of non-dollar oil has made it possible for 
many oil importing countries to satisfy a larger portion of their oil require- 
ments with non-dollar currencies, and accordingly has made it necessary also for 
Aramco to make its oil available for non-dollar currencies in increasing pro- 
portions in order to help protect the competitive sales position of Arabian oil.* 


To cope with this non-dollar oil problem, Aramco embarked a few years ago 
upon a long-range program of non—dollar currency utilization. The main objective 
has been to develop and utilize non—dollar area suppliers of those goods and 
services required by the Company in its operations. 


However, the quantities of non—dollar currencies which must be accepted 
against sales of Aramco oil are larger than the sums which the Company can use 
for its own requirements of non-dollar goods and services. For this reason, 
we must also look to the Saudi Arab Government to assist in the marketing of 


*By itself, increased use of non-dollar currencies does not assure that Afamco 
oil sales will increase, or even remain constant, Many other competitive 
factors are also involved: price, costs, quality, etc. Nevertheless, the 
non-dollar factor is sufficiently important to justify active, large-scale 
countermeasures, 
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Aramco oil abroad by taking as large a portion as necessary of its royalties and 
taxes from Aramco in non—dollar currencies. These funds obviously mst be util- 
ized by Saudi Arabia for its needs for materials and services. 


Aramco is naturally interested in maintaining oil production and sales at 
high levels, and believes that both the Company and the Saudi Arab Government 
should continue their efforts to use as much non-dollar currency as practicable 
for required expenditures, We try to keep the Saudi Government fully and currently 
informed about oil market trends and their effect on the non—dollar currency prob- 
lem. Onthe other hand, we feel that decisions as to whether or to what extent 
oil export currency considerations should influence the importing activities of 
private Saudi merchants are fundamentally decisions that only the Saudi Arab 
Government may make, While Saudi Arabia's economic welfare depends in large part 
upon the foreign exchange income earned from oil, there are certainly many other 
significant factors which the Government would presumably weigh in making deci- 
sions about private Saudi import trade. 


There are, however, some important qualifications to the non-dollar oil pic- 
ture described above. In the first place, Aramco is still able to receive a sub-— 
stantial part of its oil sales receipts in the form of U.S. dollars, even for oil 
sold outside the United States. This dollar portion will very likely decline, at 
least percentagewise, especially if competition from non-dollar oil sources 
becomes more intense or dollar shortages in Eastern Hemisphere countries become 
more severe. Nevertheless, we are hopeful that dollar receipts will continue on 
a substantial scale, All concerned appear to recogize that both Aramco and 
Saudi Arabia have large dollar requirements. 


Still another qualifying factor is the fact that United States firms produce 
and export many items which cannot be procured from other sources at comparable 
prices, specifications, delivery terms, etc. European and other foreign sources 
have made significant progress in recent years, but both Aramco and the Saudi 
public will undoubtedly continue to look to U.S. sources for many import items, 
particularly specialized materials. It is interesting to note, that Aramco, while 
attempting to emphasize procurement from non-dollar sources, placed nearly 50% 
of its material supply requirements for 1954 in the United States. 


All things considered, it seems probable that American suppliers will con- 
tinue to find many opportunities for export to Saudi Arabia, 
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ee ee iF 
Department informed of transfers Saudi Government funds from New York: 
(1) to Union Bank of Switzerland Zurich $18 million; to Swiss Bank Corporati 
Zurich $12 million for total $30 million to account Saudi Arabian Monetary 
Ageney Jidda to be converted into gold; Credit Suisse also mentioned; around) 


not specified; $2) Saudi deposits totalling between $60 and $80 million in 


US Banks during second and third weeks Novenber immediately transferred to ° 

Netherlands Trading Society, Jidda (may or may not include trensnctiods a 

enumerated above). Sources anaes, information considered very reliable, 7 

Departnent believes transfers may be Saudi attempt establish accounts o 
= Suitserland possibly "black" or "numbered" with which possibly pay for Sovie’ 
oe blec arms. Transfer to Netherlands Trading Society, Jidda may be blind to 


conceal ultimte use of funds, Also use of Jidda as waypoint possibly to €) 
ne preclude US inquiries in Switserland which might follow direct US~Switserlama™: 
“9 transfer. Understand Saudi Arahbe Government has not repeat not hitherto 


ed such large deposits Netherlands Trading Society, Jidda and onward 


ansfer this amount likely. Exact purpose conversion gold unclear, 
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Page 2 of telegram to_Amembassy JIDDA 
SECRET 
Classification 


Embassy requested make discreet inquiries Netherlands Trading Society, 
Jidda if it can be done without Saudi Arabia Government's knowledge, Check 
with Owen Aramco also authorised under same conditions, Information as to 
ultimate destination and use funds desired, 

Above ig for information only to Berny Cairo, Dhahrany Londony and 


Zurich. 


“Datla 
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SENT TO: Amembassy JIDDA IRS Or (eas £ 
RPID INFO: Amembassy BERN 77S | 
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= Amembassy LONDON (BY POUCH) =» 
B Amconsul ZURICH Zo a wows 
< e @ a, 
ro SF 
Zu o + Ww 
Redeptel 259 to Jidda rptd info Bern 968y Cairo 1107, Dhahran 71» m= 8 Ow 
Os 
Zurich 73 pouched London, November 29. Early reply from Jidda now Of 
Ps 
particularly desirable in view reported ESS offers to supplant British ° é 
anh 
subsidies to Jordan. Dept also interested any further info re presence fetal 
No’ 
Haj Amin al Husayni in Riyadh where according Radio Mecca January 1 =. 
hb 
Husayni praised King Saud's generosity. Can Jidda confirm activities rE 
Von Hentig reported Beirut's 72h to Dept reptd Jidda 71? (c™ 
ae mI é y OF” 
Dallec  # NULLES' « 
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19 Aby SECRET 1 
Action j Control: 87 
9 Rec'd: December 1, 1955 __ 

— FRO At Dhahran 4:59 a.m. ry 4 
Info moa & 
RMy (10: Seoretary of State aS 
38 NO: 96, December 1, 9 a.m. 

G 60) : 
SPs SENT JIDDA 99, REPEATED INFORMATION DEPARTMENT 96, BERN, Ww = 
EUR CAIRO, LONDON, ZURICH BY POUCH Oo) % 
> oo 
a Reference DEPTEL 71, November 29 sent Jidda 259. + @ 
DCLC Local banking circles and ARAMCO financial experts in social O Ss 
. conversation evening November 27 said approximately five ee 
and one-half tons gold, mainly in form ten-tola bars, — 6 
came into Dammam at time King's visit. Much of this Noe 
had entered Saudi Arabia during preced’ three weeks = 
and local price of gold inflated by purchases within + 
kingdom. Rumor was that gold to accorpany King to O1 
India, but various explanations use there ranged from 6] 


distribution largesse and charity to smuggling by members 


entourage for conversion rupees and profitable reconversion 
riyals. 


ARAMCO on twenty-eighth reported rumors (1) King had issued 
strict orders against smuggling of gold into India by 
members his entourage; (2) SAG may be acquirt old to 


u poe additional backing or pilgrim. receip 
money ) y~ 
‘Ss Wr? 


MCCLAN 
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STANDARD FORM NO. 64 


Office Memorandum * UNITED STATES GOVERNMENT 


Sa Oe | 
| 7 Chief, Monetary Affairs Staff pare DEG 29 
uk 
satis Director, Office of International Finance sé f 
Treasury Department 
SUBJECT: 


It is requested that the follwing cable concerning the 
Stabilization Agreement between the United States and Saudi- 
Arabia (reference despatch No. 15, August 8, 1955, from Jidda) 


be sent to the American Embassy, Jidda, Saudi-Arabia, repeat 
Treasury Representative, Beirut, Lebanon. 


Section 5 Stabilization Agreement requires upon 


| termination prompt delivery to Ue S. Mint Philadelphia 
| rls» remaining in King's Special Account Ne. T. Se 
Agreement expired May 29, 1955. 


Embassy is requested 

yto notify SAG , million rls. in account now required 

to be returned in accordance with terms. Should also 
remind them of option under sections ) and 5 return 


silver bullion or Fedeposit $1 million in King's 
Special Account FRBNY. 


Embassy should inform SAG no one authorized by 
SAG to operate Special Account FRBNY. Performance 
transactions referred to last sentence previous 
paragraph dependent upon receipt by this Departmen 

erg ep by Minister Foreign Affairs of name 


§9 
and specimen signatures of officers authorized to 
(give instructions re accounte 


NOTE — 


yyy YHLAAR AL hy oor Tianas To tie fotctew ys ree : 
Tot Me ei Cpls 3 yt Grrrawk ( 13 it 
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FOREIGN SERVICE DESPATCH SVOd,(/C/ 
M American Embassy, Jidda 91 AN (b6G4 1, 
Pb DEPAREMENT OF SPATE, WASTIING TON January S5 1956 
Lh CERP, June 25, 195); Item BeS 
f > A , TION ~ bri | 
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bod Day [ve}t Z*K A [Ket > A iJ x (€£/ GE \ ir oe 
Use Ouily tLe ' Hik 2 A 
| WG |! Gon 4 FH 3 FRKB-- ANE 2 CY >) 
THIECT Bank Statement of King's Riyal Account under Stabilization Fund 


Enclosed is copy of statement of the King's riyal account under 


the stabilization fund for the quarter ending December 31, 1956 
furnished the Embassy by the Jidda agency of the Netherlands Trading 


For the Ambassador 


ibid de. git 


“Alfred leS, Jenkins 
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Eye losure: 
As Stated 
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Please pouch copy to Beirut 
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COPY OF STATEMENT OF THE KING'S RIYAL 
ACCOUNT FROM THE NETHERLANDS TRADING SOCIFTY 


Jeddah, 3lst December. 
He Me King of Saudi Arabia, 
Stabilization Fund. 


Please note that the following entries have been passed through your 
Riyals account with us: 


DATE PARTICULARS MyBIT CREDIT 
Oct. 1 Palance Rise 4.000.900.- 
Dec. 31 Balance in your favour ils. };,000.900,- 
E % 0. Ee Rise )4.000.000.- 2900.000.- 
ae aaeasae=23= 


NEDERLANDSCHE HANDEL-=MAATSCHAPPIJ, N.V. 
"Netherlands Trading Society" 
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BAGHDAD 
PARTS UNNUMBERED. 
“i told British Ambassador Gardener January 
I@plored subversive effect Saudi money throughout Aral 
wor | He iid it, while SGsuudis were spending extravagantly 
| nbipeog hey were ep | r their own people and problems, that 
fhidis w ld lead twevitemely 4 Yt FediateLputl { wealth in 
FIUdT Arabi wirid tt iectims of any such move would tye 
tk fami | fs ORE), ss 
OL 
LA Magali Tides expressed Pe ve Burs imi itter and gave 
| medencr Impression | uld tavor resumpt for f aphitrati 
Mest | Whil [a tien oyrivs leaders ayree Saud] money responsible 
mary yr te 21d, me says so publicly nor does any 
fer jis bad ef'feets. 
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banks and at same time bul 2 mestic war chest. ' 
Governor Standish of Saudi monetary agency tends share this view.— 
It was only few days after British occupied Buraimi October 26 an 
at hetght Israel l-Egypt lan tension that ARAMCO made special payme 


D> \ 
Action L- 
OLT FROM: = s4.4q cr 
bide ' Jidda mH 
© 
TO: Seoretary of State .4 we a 
RMR 5 es [- 
39 NO: 313, TEOCHES oP 4 
G PRIORITY oe Z 
SP ‘ S” oo . 
C DEPTELS 259 and 320°, ad ~ 
ie (1) Best hypothesis Ower etd L¢ as able 4 Ha HB 
: information gathered hate td pos ad it 2 
funds 1s that SAG, in fact ed f ive war from ,. 
CLA without and highly emotional eo s res n ee y for direct — ° 
action sgainst Brilirh pos tat, eed remove fundY 2 
peL/q from US Government and i u éPetions to a ate Swiss and Dutdh E 
& 
nm 
re 
eo 


approx tm utely $74 million into monetary agency account ($24 each 
to Chase Bank snd parte Trust and balance, some 10 miillons 
sterling pounds, to National Provincial Bank of London). 

] have obtained in strict confidence general confirmation of 
transfers along lines DEPTEL 259 from Standish and from Manager 
Hooykaas of NTS; and Owen had interesting proof of sterling as 
well as dollar withdrawals when Standish told him end November 
in re another financial transaction tt, SAG had, for some reasofyy 

. he did not know, placed large dollar and sterling balances with QD 
}S Nts. . 
Li. here was too at this same time unprecedented shortage of both — 


llars and sterling due inability monetary agency make foreign 
change available local banks. From several local sources Owe 
ad reports SAG had "frozen" large blocks this special ARAMCO fm 
Apayment. We have however been unable confirm subsequent rumor 45 
as contributing heavily towards cost Egyptian defense preparati 
gainst Israel. 


. 


: « Btandish told me also in strict confidence that when he first heard 
bf SAG action in deploying new dollars he hoped move was designed 
= stablish reserve for long discussed new note issue; apg Yooykaas 
) peculated with me that conversion of part of these funds snto 
Old might confirm similar hope that Bos even though fel, abrog&, 
ight be considered cover for presently current pilgrim_re ipts O 
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OKC T 
4%, Adamiapy bo, oF pean. Prom Jide 


std itis tree loeally held sllver coin. Wott abong these 

lines transpired however, and Finance Minister told Owen gold 
purchases by merchants was proximate reason lieal shortage torelg: 
exchearuvve. 


(1) Remivk ty Howykraas may be of Inbereut. } parker 24 whood Vices 
‘redity opened iu GAG favor om Lis tooks wWinild tut stew op a speeds 
In favor ils braneh on books tiis banks New York of fice le 


answered they could as well te held in Switwerland or Canada. | 

also learn from another banking source that early this month Hooykans 
advanced 10 million S:.di silver rials to SAG against its dollar 
holdings with NYS. 


(2) As tu SAG's current tinancial position vis-a-vis ARAMCO, Owen 
tells me 1t was as of January first nicely in the black. Against 
accrued 195': taxes, paystle in 12 monthly installments beginning 
last September, SAG had drawn only $59 million. This is to be 
pro-rated and deducted trom remaining eight monthly tax payments 
thus reducing them to approximately $9 million each; and lo*hin* 
monthly figure $6 n1illion monthly 19456 royalty payments will ve 
added. 


Owen gla ba Prtermtbhiod) of tollowloe fapurtemt recent dol lea 
paymerita by UAG?  /O million to NTS, 'O million each to Meypt and 
Syria, ( million to local bunker Kaakio Lhirough Gwitwerlund tor 
wold, Amd le? million ta cuprier agents; tole Hoo? million. 

(4) Re Haji Amin Nussayin's visit to Riyadh my only intormatton fs 


trom Kmbassy Arat consultant Muhammad who has Pt trom a very high 
Saudi sources that "he came from his tinaneial subsidy which was, 
this time at least, 1,000 Egyptian pounds". 


Pakistan Ambassador tells me our Jordan colleague suggests oAG In- 
tends use Haji Amin "to break up Jordan regime”; snd Iraqi Minister 
has story he was summoned so plans might be lald to use his in- 
fluence with Palestine refugees to elect pro-Saudi deputies to 
Jordan Parlinment in elections then scheduled tut now cancelled. 


Comment: Colonel Kddy, now visiting me, says his very late tn- 
formation trom reliable Jordan Arat source is "Mufti leads pollt- 
ically bankrupt movement with neither influential nor substantial 
following in Palestine". 


(4) Re reported visit Von Hentig to Cairo | have drawn bilearik. 
German Minister said he has heard nothing, sand Royal Counselor 
Khalid, who spent all December in Cairo and whose nephew 1s 
Saudi Charve d' Affaires there, tells me he heard nothing of 
either Von Hentig or Shishakli being there. 


Muhammed says 


~ 


SECRET 


SECRET 


r An 


13, January 18, 4 p.m. from Jidda. 


Muhammed says 1t 1s common knowledge Finance Ministry circles 
that Shishakli is still on King Saud's payroll, but he has been 
unable obtain any information re his present whereabouts or 


activities. 
WADSWORTH 
SW: REM/6 
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UMSA Soviet Ambassador and Finance Minister Malik signed Jat 

ih agreement for utilization $100 million credit. Embassy has 


obtained following reports nature agreement: 


OLI (1) Agreement seems to be umbrella type providing 30 year re- 
payment period, first payment after eight years at 2 percent: 
interest rate. f 


L-c/ol’vgss 


04 pemmiey 3g 





(2) Specific project agreements covering fields irrigation, hydej 


- roads, industries and Kabul airport will be negotiated "near 
ARMY future". 


9 


AIR 3) Prior signature specific project agreements Soviet technicians 
reportedly number 300) will survey individual projects. 


Kmbassy comment: In press conference following signature agree- 
ment Malik announced financing new Afghan five-year plan will 
require $250 million. Stated application already made IBRD for 

74 million and RGA prepared accept balance "from any government rn 
which respects our peace-loving policy and is prepared to give a 
us financial aid." -Q 


Embassy receiving unverified reports Soviets are demanding numer 
S afe-guards before extending credit on specific projects. According 
, these reports Afghans already beginning chafe at conditions demarfapd 
k 


y Soviets. 
nS be: 
Rmbassy has noted statement contained intelligence brief 1853, , 


cember 21, 1955 to effect "there is considerable evidence that 
‘. neither USSR nor Afghanistan contemplates rapid utilization of 
the $100 million" if such evidence exists this mission unaware | 
)! 


Although RGA still insisting Soviet credit extended with no ae 


its nature. ee) = 
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(i, Met yey foo trom Kea 


i | Pie Kea Ya 
its nahute py Cantpapy ail Pndtcattoms here are that Soviets 
foreing paee ty) get RGA fully committed sand RGA apparently 


willing deo Pace af evento here sucti that Kmbassy believes 
hs would be gwullty wishful thinking ft! persists dn notion 
soviet offert are merely paper promises or If tuture policy based 
on hopes RGA will net use soviet eredit. speedily and tou fullest 
extent 
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ae 
UNITED STATES OF AMERICA Comed a7 


ale nvntidsr Sant 


Rewltr:, 


YW \ ADDRESS OF FICIAL COMMUNICATIONS TO 
American Consulate Genera] 
Dhahran, Saudi Arabia 
\ February ®, 195¢ 


Dear Dave: \ be 


From time to time, as you know, there arises the question of 
the existence of a demand in the Dhahran complex for American 
commercial products. 


As you know, there is a decided tendency, and has been such 
a tendency for a certain period of time, toward pushing the sale: 
of non-doller products as against the sales of dollar products, 


IT had not thought, and am inclined still not to think, i 
ARAMCO is petting into this tendency very heavily, but I do lieve 
it reasonable to expect that the Saudis themselves would s 
such an action. As you know, the bulk of Saudi Arabia's e 
is oil and’only a small amount of that oil is sold for doll 
most of it is sold for non-dollar currency, It is not that 





lars are extremely scarce in this area, but rather that oth 
rency is considerably more available. 


I do not know whether vou have seen the enclosed study e- 
pared in the New York office of ARAMCO concerning this situat§on, 
If you have not, I believe it will be interesting background Tor 


AR you to have, 
x i It may be that Mr. Cummings, Director of the N Eastern 


et 






and African Division, Bureau of Foreign Commerce, D mt of 
. Commerce, might be interested in this also, as soonenpr@@ater it 
i, ee 
Sa is a question which I am sure will come up, oO 
= 
vr Believe me, with all good wishes, & 


Sincerely, 


er ii 


John Willard Carrigan 


¥ Study: "U.S, Complaint Against Saudi Arabia's 
and ARAMCO's Non-Dollar Program" 


eo David D, Newsom, Esquire, 
ny Department of State (NEA), 


Jn 


war 


February 28, 1956 


2S8-</0O1 “vege 


Vear Mr. Carrigan: 
Thank you for your letter of February 4, 1956 addressed to 

Dave Newsom wno has referred it to me. The enclosure to the let— 
ter as well as the rare ee the Consulate deneral "s despatch 

Lb oO) ia Stes X12 ha La ,/2 & 
Nos 8h, No ke 1955 bans that ARAMCO - pdéssibly as a B / 
result of the interest you have shown in the matter — is giving 2 }} 
considerable attention to the problem of whether it makes neces- e2 jf 
sary purchases in dollar or non-dollar areas. I am sure that | 
Herb Cummings will be interested in the memorandum and I am suatind b 


it over to him. 


ws 


™~ 


Very truly yours, 


Merrill C. Gay 
Officer-in-Charge, Economic Affairs 


John Willard Carrigan, Esquire, 
American Consulate General, 


Dhahran. eens ne \ 
\ iB ie 
saat bad 
fel -(f>—— ‘ 
oe 
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SS NO: 370, FEBRUARY 16, 5 P.M. \ J f 


SENT DEPARTMENT 3/70, REPEATED INFORMATION LONDON 53. 


a ey 


SUPPLEMENTING MY TELEGRAM 363, REPEATED INFORMATION tONDON ')2 


DWROrmMONnN® 


JOHN MCCLOY VISIT OFFERED EXCELLENT OPPORTUNITY REOPEN WITH! KIN 
SAUD QUESTION DESIRABILITY SAG JOINING WORLD BANK WITH VIEW | 
UTILIZING ITS TECHNICAL AND FINANCIAL FACILITIES FOR LONG t 
TERM DEVELOPMENT PLANNING. 


©4 peuini7sy eg WSTW 3UEe 


DEPARTMENT WILL RECALL IT URGED THIS ACTION ON KING IN REPLY Til, 
REQUEST FOR THREE HUNDRED MILLION DOLLAR LOAN SHORTLY AFTER 
ASCENDING THRONE NOVEMBER 1953. 1 HAVE SINCE KEPT QUESTION Al |v! 
IN GENERAL DISCUSSIONS WITH KING AND FINANCE MINISTER SURUR, 
HOTH OF WHOM SEEMED FAVORABLY DISPOSED IN PRINCIPLI 


9g91-2/01l’°v98sE 


» 


MEANWHILE STUDIES, BASED ON NOW GENERALLY ACCEPTtD FORECASTS 4 
INCREASED WORLD OIL CONSUMPTION, HAVE LED ARAMCO ENVISAGE POSSI€9 
BILITY DOUBLING PRODUCTION (FROM PRESENT ONE MILLION BARRELS he 
DAY) DURING NEXT TEN TO FIFTEEN YEARS. MCCLOY EXPERT ADVISERS 
(PETROLEUM CONSULTANT JOSEPH POGUE AND CHASE BANK VICE PRESIDE yr 
W KENNETH HILL ) USING TEN YEAR FIGURE CALCULATE THIS MEANS AVERA 
ya ANNUAL INCREMENT TO SAG REVENUE FROM ARAMCO OF SOME THIRTY Mill N 
2 OLLARS, WHICH SHOULD MEAN BY 1965 DOUBL ING SAG PRESENT 1955 
> fINCREMENT ROUGHLY TWO HUNDRED FIFTY MILLION DOLLARS FROM ARAM 
2 ND FIFTY MILLION FROM ALL OTHER SOURCES. 
% 
‘ AN FRAMEWORK | |GURES THIS ORDER MAGNITUDE, SAG COULD READILY “St! 
SIDE, FROM INCREASE IN REVENUE ALONE DURING NEXT TEN TO FIFTEEN 
EARS, ONE BILLION DOLLARS FOR SOCIO-ECONOMIC DEVELOPMENT AND Al 
AME TIME ENVISAGE ANNUAL BUDGETS MODERATELY INCREASED ABOVE 
RESENT THREE HUNDRED MILL TON DOLLAR FIGURE. 
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-'- 3/0, FRRRUARY 16, % PAaMe, FROM JIDDA 


IN DHAHRAN FEBRUARY 13 BLFORE FLYING RIYADH! | DISCUSSED FIRST wt! 
ARAMCO PRESIDENT KEYES AND VICE PRESIDENT OH! IGER AND Tiff th wide 
THEM AND MCCILOY DESIRABILITY PRESENTING THIS PICTURE TO FING SA 
AND RENEWING SUGGESTION HE INVITE IBRD PRESIDENT BLACK Ylolt pin 
FOR GENERAL DISCUSSION. THEY SHARED MY VITW AS TO TIEMEL It 
ACTION. (NOTE: | FELT TOO THAT, IF 1 COULD GET KING THINK ity, 
ALONG THESE LINES, 11 MIGHT LESSEN PRESSURE FOR MII I TARY Ani 
PERHAPS £CONOMIC AID WHICH WE MUST ENVISAGE WHEN OPENING | ey 
FUTURE NEGOTIATIONS FOR RENEWAL DHAHRAN AIRF IFID AGREEMP TI). 


CONSEQUENTLY, AFTER BURAIMI DISCUSSION REPORTED REFERENCE Th! 
MCCLOY AND | NOW EXPOSED MATTER TO KING, URGING HE AGAIN CON 
SIDER JOINING IBRD AND UTILIZING ITS FACILITIES BOTH FOR L1 At 
TION DEVELOPMENT PROGRAM AND FOR LONG TERM F INANCING THERE OH . 
MCCLOY ALSO OFFERED, SHOULD KING SO WISH, DISCUSS QUESTION It fi 
DETAIL WITH FINANCE MINISTER AND SPEAK PERSONALLY WITH [ERD 
PRESIDENT BLACK ON RETURN WASHINGTON FARLY MARCIic 


KING SHOWLD KEEN INTEREST, HAD US GO OVER | IGURES SECOND TIM 
AND WELCOMED MCCLOY'S PROFFERED ASSISTANCE, SAYING HE WOULD (4 
GLAD RECEIVE BLACK ANY CONVENIENT TIME, PERHAPS WHEN THE SHOU! L 
AGAIN VISIT EGYPT RE ASSUAN DAM FINANCING. WE AGREED BEST Me ¢ 
CONVEY THIS INVITATION AND THAT | REPORT OUR DISCUSSION TO 
DEPARTMENT FOR INFORMATION. 


KING MADE SPECIAL POINTS: Axw THAT ANY LOAN MUST TOR REI 1GIOr 
REASONS BE WITHOUT INTEREST BUT THERE WAS NO OBJECTION APPRO 
PRIATE SERVICE CHARGE, AND &. THAT IT WAS FOR SAG TO MAKE FINA! 
DECISION AS TO WHICH PROJECTS SHOULD BE INCLUDED IN DE VELOPM: tI 
PROGRAM AND AS TO WHERE MONEY SHOULD BE SPENT. MCCLOY GAVE KING 
APPROPRIATE EXPLANATION IBRD POLICIES THIS REGARD AND AT KING'S 
REQUEST REPEATED SAME DURING LATER MEETING WITH FINANCE MINISTLR. 


{ WADSWORTH 
MDG: C1 % 
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Bank Statement of King’s Riyal Account under Stabilization Fund 


Enclosed is a copy of the statement of the King's riyal account 
under the stabilization fund for the quarter ending March 31, 1956 
furnished the Embassy by the Jidda agency of the Netherlands Trading 


Society. 


Jor peu r£ 


For the Ambassador: he 


ra) } ‘ 
Pes Lf ¢ Me doa 


Alfred le S. Jenkins 
Counselor of Enbassy 


9S2-7/01‘*V9E8 
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COPY OF STATEMENT OF THE KING'S RIYAL ACCOUNT 

FROM THE NETHERLANDS TRADING SOCIETY 
Jeddah, 31st March, 1956. 
HM. King of Saudi Arabia, 


Stabilization Bund, 


Please note that the following entries have been passed through your 
Riyals account with us: 


DATE PARTICULARS DEBIT CREDIT 
Jan. l Balance Rls. 4.000.000, = 
March 31 balance in your favour 4e000.000. - 











Rls. 4e000.000. = 1.000.000. - 


———— —— + 





Ee &e Oo ED 
NEDERLANDSCHE HANDEL-MAATSCHAPFIJ. N.V. 
"Netherlands Trading Society" 
nae 





CONFIDENT LAL J u 


DEPARTMENT OF STATE 


Memorandum of Conversation 


DATE: May 8, 1956 


SUBJECT: Extension of Credit to the National Commercial Bank of Saudi Arabia gq 
00 
2 
PARTICIPANTS: Mr. Stephen P. Pendias, Assistant Vice President, Irving Trust z 
Company, New York ~_ 
fo 
Mr. Wilkins, NE oN 
Mr. Newsom, NE Ol 
Mr. Roberts, NE O44, 
COPIES TO: 7 ® 
NE(lec), NE/E(2cc), OLI(2cc), Jidda(1ec) ol 
0) 
O 
_ ey) 
a. 1 A se 
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In conversation with Mr. Newsan and Mr. Roberts, Ir. Pendias said for some time 
his company had extended a line of.credit of $2 million to the National Commercial 
Bank of Saudi Arabia; against this letters of credit were issued for imports into 
Saudi Arabia and the Company protected itself by retaining control of the merchandise 
until the account was cleared and by requiring 25% cash margin. The Saudi Arabian 
Bank has now asked the Irving Trust Company to increase the line of credit, to 
waive the cash margin and to extend a half million dollar credit for overdrafts. 

Mr. Pendias stated that they had checked to see whether other banks were offering 
better than his Company and they had found that some banks were granting overdraft 
facilities. He commented that it seemed to his Company that the Saudi Arabians 
were spending money "hand over fist" beyond their earnings. He added that his ‘-- 
Company handled a smaller line of credit for the Saudi Arabian Monetary Agenc 


He asked if there was anything Mr. Newsom could tell him about the stability > “4 
the Saudi Arabian Government which might be of interest to his Company. 


PD 


> 


Mr. Newsam prefaced his remarks by saying that he did not want to make any 
comment or prognosticate on what would happen in Sawli Arabia with any firmnegys . 
at all. The situation in the whole area is fluid and there are pressures of man 
kinds at work in Saudi Arabia - one can hear many rumors in the area about the 






—_——stabiiity of any of the governments there. Everything considered, however, he ot 
papmsidgred the regime in Saudi Arabia asfaiiy strong; it is built on tribal loyalt ¢ 
the urljan population has little influence. So long as the King retains the loyalty? 

alte of the /tribes in the central area - which he maintains by cash subsidies or by 


| — 
awarding public works and development projects to the tribal areas - there should 


~ . = : 2) 
: Rev beino difficulty. This is the pattern which has been followed for centuries, =. 
‘4 4 . a : 

; } . J 

oa Mir. Newson = Ol? 
—— rey 
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ii. Newsan went on to outline some o1 the political factors which are active 
in Saudi Arabia - the relationship between the King and his brother the Crown 
Prince; its pacts with Egypt, Syria, and Yemen, its attacks on the Baghdad Pact; 
its dispute with the United Kin:dom over Buraimi; the lon:-time feud between the 
Saudis and th flashemite families of Jordan and Iray. 


Un the question of finances, ‘tr. Newsom said that last year the Gaudi Arabian 
Government received about 275 million in 01] royalties, and the indications are 
that for the nextten years the income will increase on an averaye of ten percent 
per year. 


Mrs btendias, Mr. Newsom ani Mr. Roberts; then joined Mr. Wilkins. Mr. Pendias 
avain briefly outlined his problem to Mr. Wilkins and asked whether he thought 
the situation in Saudi Arabia was fairly stable for the time beiny. ‘fr. Vilkins 
said that in his opinion it was but he did not want to predict that there would 
never be any change. He said that the present Kin;; had tuken over well from his 
late tather, but that it must be remenbered that the whole area is experiencing 
a period of rapid social change and the situation could disinterrate very quickly. 


Mr. Pendias thanked '&. ‘ilkins and said that. his Company would be lad to 
maiz available to tne Department any information it mi;ht develop on the situation 
in Gaudi Arabia. 


CONF IDENT LAT, 


ey 5/9/%6 


The Seuretary of State presenté his complinents to His Exsel- 
leney the Avbassedor of Sauli Arabia anf has the honor to refer to 
the expiration on May 29, 1935, of the Stabilisation Agreament be- 


tween the United States ani the Kingdom af Seuli drebia, signed on 


= 


9c28'-G/Ol*vage 


May 29, 2950, auended on Jum 9, 1952, end extentied by an exchange 
of notes on August 1, 1994, for one year beyontl May 29, 1954. The 
expiration of this Agreement hes brought inte effect the provisions 
of Pexagraph 5 which state the vequivenmte at the tine of tenst- 
nation, 

Paragraph 5 provides that upon termination of the Agreement 
Hie Majeety the King of Gewti jrebia shell promptly ahip to the 
United States Mint at Philadelphia, Pennsylvania, any silver cine 


reeanining in the special stiver ocin assount with the Netherlanits 


L/€9O 


Treling Seafety, in seccwience vith the pwovistons of Paregreph 4 (a), =~ 





pekinese Has a nce 


a2e« 


The latter paragraph states that the silver coins are to be 
shipped for payment on account of the silver obligation of 
His Majesty the King of Sandi Arabia to the Goverment of the 
United States, with the udierstanding that His Majesty will 
pey all shipping and refining costs. In accordance with the 
provisions cited, therefore, the four million riyals which are 
in the special silver coin account with the Netherlands Trading 
Society should now be shipped to the United States Mint at 
Philadelphia, Peumsylvanis. 

Paregreph 5 also makes available to His Majesty the King 
of Sauli Arabia the two additional options specified in Pers- 
ereph 4 (b) amt 4 (ce), Paragrenh 4 (b} provides optionally 
for settlement by shipment to tHe. United States Mint at 
Philadelphia, Pennsylvania, ef am amommt of silver bullion equiv— 
alent to the fine silver content of the coins in the special 
silver coin agcount for payment by His Majesty on account 
of his silver obligation to the Goverment cf the United 


States. Paragraph 4 (c) permits settlement through deposit of 


United States dollars would be payable under the forma set 


the King of Saudi Arebia unfer the Leni-Lease Agreements is to 


to redeposit dollars in the Special Dollar Aecount would not 


be used for the sole purpose of purchasing silver to be re- 


The Goverunent of the United States would appreciate early 


oihew 


advice of the exrangmente uate by the Bingian of Sauli Arabia 
te fulfil) the obligation of Paragraph 5 of the Stabtlisation 


gpreeren(. 


Department of State, 


Washingtem, (uns 1 81956 


Clearances: NB - wv. S 
LL = Mr. 
Treasury — Miss W. (in draft) 
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« ¢ | FOR DC USE ONLY 
(Security Classification ) : 
no A-95, June 26, 1956, 
SUBJECT Note to Saudi Arabian Embassy on Repayment Obli;ation Under 


Stabilization Agreement. 


‘oO The American Embassy, JIDDA et P 
“G t 


In the Embassy's despatch 15 of August 8, 1955 and the en bof 
memorandum drafted by G. M. Bennsky, Jr., Assistant Treasury Répre 

sentative in the Middle East, it was concluded that if an approach to f{ 
the Saudi Arabian Government with respect to its repryment obligation & 
under the Stabilization Agreement between the United States and Saudi “° 
Arabia was found necessary, this approach should be made by the De- C 
partment through the Saudi Arabian Embassy in Washington. In its _ 
telegram 388 of September 9, 1955, the Department stated its agree- os 
ment with the conclusions reached in Mr. Bennsky's memorandum. 


On June 18, 1956, since the Saudi Arabian Government had not 
in the interim met its repayment obligation under the Stabilization 
Agreement, the Department, at the request of Treasury, sent a note 
to the Saudi Arabian Embassy stating the terms of the Agreement with 
respect to repayment of drawings under it, and asking early advice 
of the arrangements made by the Saudi Arabian Government to fulfill 
its obligation in this respect. 





For the Embassy's background, should the matter come un in 
Jidda, the text of the Department's note of June 18 to the Saudi 
Arabian Embassy follows: 


"The Secretary of State presents his compliments to 

His Excellency the Ambassador of Saudi Arabia and has 

the honor to refer to the expiration on May 29, 1955, 

of the Stabilization Agreement between the United 
\ id af States and the Kingdom of Saudi Arabia, signed on .2 
May 29, 1950, amended on June 9, 1952, and extended 











e by an exchange of notes on August 1, 1954, for one © 
; year beyond May 29, 1954. The expiration of this Ro 
Agreement has brought into effect the provisions of e , 
Paragraph 5 which state the requirements at the time ett 
of termination. -~ 
. oO 
| 5/9-CR vy 
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JUN 26 1956 4n 
4 
ecurity sification c 
DRAFTED BY: fr ~ he APPROVED BY : : es 
OFD:FN:SDBatorn:mm 6/25/56 e L. Goetzmann 6/25/56 o~ 
CLEARANCES: : _ es \ 
NE - Mr. Newsom (in substance) © W 


Treasury - Miss Wanamaker (in substance )4*- 





A-95, Jidda, 6/26/56 : 
PAGE + 


CONF IDENT Lal, 
(Security Classification ) 


"Pararpraph 5 provides that upon termination «f the Arree- 
ment Ilis Majesty the King of Saudi Arabia shall promptly shin 
to the United States Mint at Philadelnhia, Pennsylvania, any 
silver coins remaining in the special silver coin account. wit! 
the Netherlands Trading Society, in accordance with the pro- 
visions of Paragraph 4 (a). The latter pararraph states that 
the silver coins are to be shinped for nayment on account of 
the silver obligation of His Majesty the King of Saudi Arabia 
to the Government of the United States, with the understandiny’ 
that His Majesty will pay all shipping and refining costs. In 
accordance with the provisions cited, therefore, the four mil- 
lion riyals which are in the special silver coin account with 
the Netherlands Trading Society should now be shipped to the 
United State§ Mint at Philadelphia, Pennsylvania. 


"Paragraph 5 also makes available to His Majesty the King 
of Saudi Arabia the two additional options specified in Para- 
eraph 4 (b) and 4 (c). Paragraph 4 (b) provides optionally 
for settlement by shipment to the United States Mint at 
Philadelphia, Pennsylvania, of an amount of silver bullion 
equivalent to the fine silver content of the coins in the 
special silver coin account for payment by His lajesty on 
account of his silver obligation to the Government of the 
United States. Paragraph 4 (c) permits settlement through 
deposit of dollars by His Majesty in the Special Dollar 
Account at the Federal Reserve Bank of New York. The sum 
of one million United States dollars would be payable under 
the formula set forth in Paragraph 4 (c) whereby the sum 
of the dollars redeposited will equal the sum of the dol- 
lars expended by the Netherlands Trading Society for the 
earliest purchases of silver coins having an equivalent 
fine silver content. 


"Tt should be noted that the obligation of Ilis Majesty 
the King of Saudi Arabia under the Lend-Lease Agreements is 
to return silver in kind. Adoption by His Majesty of the 
option to redeposit dollars in the Special Dollar Account 
would not in itself constitute repayment of any part of the 
lend-lease silver debt, but the funds in such account are 
required to be used for the sole purpose of purchasing 
silver to be returned to the United States, with additional] 
silver, in repayment of the lend-lease silver debt on or 
before April 27, 1957. 


"The Government of the United States would appreciate 
early advice of the arranfements made by the Kingdom of 
Saudi Arabia to fulfill the obligation of Siti aaa 5 of 
the Stabilization Agreement." 
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HIFCT SAUDI ARABIAN DOLLAR PURCHASE Cr BGYPTIAN CURRENCY. aA 


Munir Hemaya, Deputy Director of the Egyptian Exchange Control Offies, in 
conversation with the reporting officer, confirmed the Cairo press report of 
September 2], 1956, that Saudi Arabia had purchased LE 5 million with United 
States dollars. 


Hemaya explained that the purpose of the purchase was to feed the "Saudi 
Account" which was opened in the National Bank of Egypt in aceardance with 
the terms of the Egyptian-Saudi Arabian Payments Agreement of September ©, 
1955, (EmbDesp 689, 12 22/55). This account is used by the Saudi Arabian 
Monetary Fund for payments in Egypt of the following kind, as specified in the 
Agreement 


Ls 


oe 


4. 


Be 


Payments relating to merchandise exchanged between the two countries}; 
Payments relating to the movement of merchandise exchanged between 
the two countries, such as freight and insurance charges and other 
incidental expenses}; 

Diplomatic, consular and trade representatives’ ex;enses} 

Travel expenses relatihg to business; 

The net income from property and from capital invested in Egypt 

by Saudi nationals, within the framework of the regulattons in force 
concerning Egyptian exchange controls; 


Pilgrimage expenses; 


Tourist, medical treatment and noe ee expenses; school fees, 
residence and living allowances as wél'ty 


Other payments to be agreed upon by the Saudi Arabian Monetary 


Fund and the National Bank of Egypt. = 
: 


Article 2 of the Agreement specifies that the indebtedness of the pr 
"Saudi Account" may not exceed LE 500,000. As of August 16, 1956, the 
balance in the "Account" amounted to LE 510,000 in Egypt's favor. The 5 
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indebtedness of the "Account" as a result of the LE © million purchase 


therefore qreatly exceeds the "swing limit" permitted in Article 2. The 
conjecture may be made that perhaps Saudi Arabia is considering effecting 
heavy purchases in Egypt, possibly for a~wmsJiddatel 123, 9/S/S6)0 


Hemaya also said that in the past the "Saudi Account" had teen fed 
Egyptian pounds hought with sterlina. 


Oy H b ie hy as 


Approved? James N. Cortada 
Second Secretary of Embassy 
Orow 
Robert M. Carr 
Counselor for Economic Affairs 


Copies: Jidda 
Alexandria 
Port Said 
USOM/E 


NCTE: 1 LE equals $2.8715 (INF Parity Rate). 
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Mgmorandum of Conversation 


+ ‘ DATE: Ge Louver i, 1 QI 
{ 
- J \ 
% | 


) 
SUBJECT: Eva wports re 


PARTICIPANTS: burs uncois ie Laboulaye, Counselor, »rench lunbassy 


ta. Pierre Pelletier, Second Secretary, brench tnbas 


y 


Nis - fraser Wilkins 


COPIES TO: NA, Ne, Paris, Jidda, Uairo 


e 
\ 


E 


ia. de LaLoulaye called to inquire re,ardim jre:: reports that the 
United States planned to lend Saudi Arabi® JEOO million wiict, would, in 
turn, be lent to Egypt. ile also said that he understoud the Saudi A rabian 
Ambassador in Eyypt had tuld the EByyptian rinance | inister that Saudi Arabia 
would previde BEyypt with 10 million pounds. 


1 said tuese reports sounded like pre: S speculation and thet bhe 
Luived States had loaned no money to Saudi: Arabia ior byypt. There were 
press reports that paudi Arabia was Lloanim, Eyypt LO million dollars, but 
1 had no comirmation. 


1201/01 *vVS8e 


~ 


ir. de Laboulaye asked whether the U. S. could stop bank loans to 
baudi Arabia. He said he understcod that Saudi Arabia was borrowiny heavily 
from U. S. banks against future oil revenues. tle asked ow much had been 
loaned to Saudi Arabia. JI said that transactions between U. S. banks and 
Saudi Arabia were of course confidential, but that it was a normal practice 
for Saudi Arabia to borrow apainst tax anticipation warrants. I wes not in 
a position to sujply confidential information us to amounts. J] noted it 
was cor.ion Knowledge that Saudi Arabia derived approximately /300 million 
dollars annually from its oi] resources and that the French Commercial Attac 
shoul:i be abh to estimate the amount wiich could be borrowed a; #inst ad- 
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Wade ank Statement, of King's Riyal Account timer Stabilization tund. 


Fnelosed is a copy o* the statement, at tue King's riyal account oo 3 
vn er the stabilization fund for the quarter ending Sentember 30, 1956 
furnished the Embassy by the Jidda Agency of the Netherlands Trading 
SorLEty e 
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FROM; Jidda Lact Z 
RMR 10: Secretary of State 3 5 f= 
33 NO: 187, October 16, 8 a.m. i; cf Ay. f 
G ‘ i os ct 
Q ’ { E 
“J ENT DEPARTMENT 187; REPEATED INFORMATION CAIRO 41. a t; 
a In addition Calro press items and Cairo despatch 244 o 
IO information Embassy has on Saudi purchase 5 tnillion 2 
E pounds follows: ag 
- Egyptian trade mission arrived Saudi Arabla early September Ff 
OLI to explore means increasing dollar income through expansion ¢ 


Saudi-Egyptilan trade and remittances. Re trade, mission 


FOr concerned effect we ata rate Egyptian pounds and wished 
rie stabilize riyal-pound at official rate o r S. 
According Monetary Agency orricial, free market pound rate 


at time approximately 11 riyals because of shortage pounds 
local market 


Mission discussed problem with Saudi Ministers Finance and .3 
Commerce and, according our saurces, agreement initialed. As 0 
reported Cairo's referenced despatch agreement, which Embassy ; 
has not seen, appears be annex or extension existing payuents 


U 
agreement. 2 
a 


According new agreement, Egypt apparent] Haze avai lab. 
SAG, in return for dollg 







kd 


Monetary Agency advised local banks October 2 it would 
transferable Egyptian pounds to banks at 10 riyals and 13 
gursh to be resold by banks at 10 riyals 3 gursh. Effec 
date October 15. 


36 
T 
t4 


ofig [eRUep 


Kmbassy unable confirm whether any dollars under agreemen' 
actually been transferred but ARAMCO reports SAG borrowed 

$20 million from US banks October 

spas dean cocaine anaes 
‘Comment: As with earlier $10 million transfer Embassy telegr~. 
116) new agreement appears primarily Saudi accommodation to 
Egyptians as gesture Arab solidarity. Seems no compelling 
economic reasons for Saudis expanding trade with Egypt; there 
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SUBJECT: Loans to Gaudi Arabia 
bi 
lr. Jnies J. Thackara, The Chase Manhattan Hank 
PARTICIPANTS: 00 
lir. David D, Newsom, 1l OO 
0) 
‘ 
— 
COPIES TO: IBA, Ni, [K/u, OD, Jidda, Dhahran oe. 
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Mr. Thackara said his bank wished to inform the Department that 
they had been for some time making loans to the Saudi Arabian Government () 
under fpuarantees from ARAMCO. These loans, he said, were made arainst WV, 
tax receipts which had accumulated but had not been paid. He said that ™ 
in the previous year, 1955, loans of this kind had been made in part by 
the Chase Bank and in part by the Guaranty Trust. The total loans 
in 1955 exceeded $50 million, They hed just issued another loan this 
week to the Gaudi Arabian Government of $9 million. 


v) 
q) 


Mr. Newsom Said he was aware of these loans; that the Department 
had no reasons to raise any objection to them. He expressed appreciation 
for Mr. Thackara's coming to the Department with this in‘ormation, 
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Saudi Government Requests Tax Assignment. 


SNK ue 


On December 1, Aramco approved a Saudi Government request for a 
twenty million dollar tax assignment for the purpose of guaranteeing 
bank loans on that amount. An exchange of letters re this assignment 
has not yet been made, but it is understood that eleven million 
dollars will be borrowed from the Guaranty Trust Company and nine 
million from the Chase Manhattan Company. Repayments are scheduled 
for May through August. Although this method of obtaining funds is 
normal for the Saudi Government, the extent to which tax assignments 
have been secured this year further reveals SAG's present financial 
difficulties and its need for foreign exchange. 


oy pousnyed 98 


/ Aramco has stated that as of January 1957, SAG will have obtained 
(tax assignments amounting to sixty-five million dollars. 
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Because this subject is sensitive, Aramco has requested that 
information regarding tax assignments not be given public dissemination. 
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SUBJECT 


Hank Loans to Saudi ur bia oe 
i 
' tk 
PARTICIPANTS: jir, James J. I'hackera, Chase ».anhattan |iank C9 
David 1). Newsom, [E ~ 
COPIES TO: (E/E, 'SD, NEA, !"N, Jidda ey 
4 a 
; ms), } 
, 1 
Lat) = 
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oO j 
at ————\ J 
Oo 
In an earlier conversation, hr. Newsom had asked hr. ‘lhackera 
whether Saudi Arabia paid back advances received from banks against 
tax anticipation wirrants, or whether AltAlCO paid the banks directly. OC 
ling Thackera telephoned to confirm that AIA!CO repaid these advances 
directly to the banks when the taxes fell due. vu. 
ea 
Mre Thackera said that the banks did not charge Saudi Arabia a 


interest, as such, but that Saudi Arabia paid an overdraft charye 
amounting to approximately ) 4 per cent. 
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Gormenty, by Lhe Landstry of Commeren on the Cauli Tational Cudgert. 


vuring a conversation on January 15 with ombassy offieers and hohammad 4) 4 
Rega, Linistry of Commerce, the linister referred to the national budget and 
stated that the budget for the current year had been anproved. 
desnarinely of this budget and previous ones. Ile said that 
pereent or more of the budgets were hidden from the Cabinet members. 411 Rexze 

tated that, he had on several occasions refused to sipn the budget & cise of 
this «nd had signed the last budget only under vrotrste 

The banister referred f-equently to wasteful spemlin.: woul favoritisn 

ie Was quite caustic in his comments on this subject and deplored the corrunti 
that existed in Yovernment circles. le rather angrily cormented that most of 
the hidden portion of the badget was for the King's use. He also comm 
the aaount that eould be accomplished in Saudi Apabia depended om how much 
Kiiyr vould release from his share of the buditct. 
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MEMORANDUM T 
SERMANDIUM ss 
To; OU Governor Herte; 
1} i \ | i ee 
I’ rough ;: o/S eee yO 
OM Bg 2 
Mas TT —Y | o 5 
rom: & - Thorsten V. Kalijarvi or 4 Fy 
Subject: Waiver of Interest of Saudi Arabin Loan for Military 
Equipment. 


-—~ A 


'C 


peainjyey 3g UST wem!saccq STUT 


Mr. Murphy, who has been conducting the Saudi Arabian economic 


and military talks, has determined that it may be necessary to waive - / 
interest on the loan to Saudi Arabia. oO 
= f] 
ay 
The Department has accordingly asked ICA to secure agreement 7 4 
to this from the National Advisory Council which set the policy \ 
, that interest of 3% should be charped on such credits. <n 
4 ” ; (cS 
i The matter luay be rgised at the National Advisory Ceuncil v. CG » 
this afternoon and the Department's position is explained in the = 
attached letter, ; 
guck . 
NIA Phe tatham Rinne 
CG 
, on 
Attachment: | a 
Copy of letter. 
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DEPARTMENT OF STATE ft 
Memorandum of Conversation e-4 
DATE: feel ryiiam 


Arabian Lend-Lease Silve2 


Yusit Yassin 








L : 
; U r 
Lo é 
Jarrell M. Meigs, LL [ | i . 
uo /it Mmbassy = Jidda 
aie OFD - Corbett L/" = Davis 
NE - Newsom 
Nis - Shaw 
FN - Srole 
Treasury - Mr. Fred Smith 
Ambassador Wadsworth 
by fy I was called about 3:30 P. M. Thursday the 21st of February 
fsx 4 and requested to come to New State to discuss lend-lease silver 
a“ ©)“ with the Saudi Arabian delegation which was then in conference with 
ie Sas Department officials. The question of Saudi Arabian lend-lease 
-| j (2B silver obligation had been raised unexpectedly at that Late hour. 


(-A' 


I made a short opening statement setting forth the basic G 
facts connécted with the silver obligation, stating that all other 
countries with which we have lend-lease silver agreements had 


Shaikh Yusuf spoke for Saudi Arabia and J] was asked to expl]Ain 
the United States position. 





either returned the silver, were returning it, or were negotiating 


the details of its return. 


information as to the Saudi Arabian Government's intentions in 
this matter in two notes dated October 11, 1956 and December 19, 
1956 but that we had not received any replies as yet. 


| 
replied, vary quickly coming to his point, that upon the conclusion 


I also stated that we had requested 


Shaikh Yusuf | : 


of other lend-lease settlement negotiations, it had been the under- | 
standing of the Saudi Arabian Government that. the lend-lease silver 





obligation would be, or was, cancelled. 
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notes suidrested ta the Geowernment of Sandi Arabia on Qetobexr 7) 
fad fweeembear 19, The, in whieh this Government asked for civics 
mn arrangements which the Einredom of Saidd. Arabia wee maliane din 


¥ yi, 


ister, Biers ai 


My Tnited States vould sppreciate an imtileation of the odin 
whieh the Sendi Gevernment has with respect to this matter. 
Shaikh Yusnf replied by stating that he was perhaps the one in 
the heet position to respond to tlris inquiry sinre it. is oo matter 
whieh he handled and to which he eould adéress himself’ in term 
of whit was on their minds 1t the time the a, reements were 
eonelided. Ue thousht the record would support his statement. 
tweealling on observation that he had-«made to Mr. Murp'w, hoo state 
that as the United Stater was victorious in the lank war, Tw 
his impression thet property whieh lind been made available te 
friendly nations under the Lend-leare program was considers: 
rilher Lost, consumed or destroyed. That furthermore this wie 

* milter vhich President Truman had included among those obi, i= 
tions whieh hee been annnlled. Ye said thet he wonle be prepa 
ty eschanpe lethers to this effect. 


li, heips stated that Lhe lend lease silver “ reements wer 
in somewhet, different cateyories than those under whieh this 
tovernnent cade available war implemeats and consumer (oods to its 
friends in the last war and that they have Leen stPconsidered by 
other Governments with which we have silver agreements.  Arranye- 
nents are in effect or under neyotiation with them providing for 
Lhe retin of the silver which was loaned. Mr. Meigs pointed out 
that the Belgium Government has completed its repayment, that. the 
Sovernment of Netherlands has repaid about half of the amount 
mivanced, and 211 other ;;overnments Pave reached or are nepotiatin;: 
apreements with the United States for the rvhurn of this silver. 
India ‘wes the largest recipient of cilver Joans and has made 
wprangements for haneling the return. Indiats obligation amonnto| 
to ee6 million ounces, @s compared with Sandi Arabiets PL million 
omiees. The Mnited Kinecom and Avystralia are making payment. ani 
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trope OP Dodelasse was setbhled. tk Yuan dahon. Ta. dn 
at. Lintiihetdtiod! Pict csince hhev wid] he tray dbine Ble nest wens 7 


“” 


- 


‘ 


a ed or Pi fae fe fa | ry bhi Toye ree 1.09 prayice Fd m pt: im ere | ae 


tant siuer, im the 


lr. MHeivs indienbtod that thin vols! bee nnfor 
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In whites) he Sadi leatianes Pine themselves ot anew sh thet oo hi 
Phe onest tuo montine it eaeht be possible to reach an under- 
standin; wherehy the Ambassador micht be authorized to enter inte 
neyotiations with the Unite! States or te ne eortain propasals 
Lo this Government so aus to aveid # poonible sitnation in whieh 


Lie Government of Sandi. Arabia would be ii ° ‘ ey geet 
indicated that he woul! try fo arrange thin. 
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DATE: [iare) Tf T1957 


SUBJECT: 'Qnancial Tituation in Saudi Arabia 


ir. Le le Hstrin, Vice President, Irving "rust Comparmn 


PARTICIPANTS: 


Ir. Lavid D. Newsom, Ih 


COPIES TO: =NE(cc), NE/E(ce), NEA(cc), Ol D(ec), Jidda a 
a 
f & 
Qu 
Ou 
—\(, 
De 
Mr, !strin said his bank was one of several that extended credit = 
to Saudi Arabia against anticipated AIi\AMCO payments and also had numerous 
commercial clients dealiny in Saudi Arabia, itself, He said his firm was <> 
: i isa ; : : a : es es 2 is 
increasingly concerned over evidences of Saudi Arabia's serious financial : 
situation. He said he wuld appreciate any lirht which mirht be shed on te 
the situation. r 
; — 
lir, llewsom said that the lack of effective manayement of Saudi G 
Arabia's ;;overnmental finances had lon been a mattsr of some concern to i 
the United States and that the Department had, thr-ovgh its Embassy and 


in various other ways, sought opportunities to encourage better manasre- 


ment. Mr. Newsom said he believed there was a rrowing awareness on the 
part of the government officials responsible of the need for better 
control, but it, naturally, took some time to change established 


attitudes and practices. 


Mr. ‘Wewsom said, also, the problem was acute now because the impa 
of the curtailment of oil revenues had been delayed and Saudi Arabia w 
only now beginning to feel the pinch. Ile said, while there might be a 
temporary crisis, Saudi Arabia's lons term prospects for increasing oil 
production were food and presumably Saudi Arabia could obtain credit 


arainst. this future roduction, 
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Mr. Estrin said he doubted Saudi Arabia could pet any poi loans 
except against actual tax accumlations,. He asked Mr. Newser W her, 
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Ader ce poy cupeerent wits the Dnihed Staten, Gowli Aria snd 
Cbtain any Peupemic agri stance. 
‘t. Leveem ontlanod wie s the senemal features or tine paropon 


i Teenent and seid that aay ment aconomic agsintane- pendered would, i 

no the cemtaxt of the Dhatran Airfield Arcreement and would proba Ty bo 
confined to nrojects of mitual bene*it in the Mhahran area. Ue mentioned 
ye Dammam nort as an example. :'e said that, for any projects of preater 
narnitude, the United States encoura,ted Saudi Arabia to seek international 
loans. In this connection, he said, he understood Suvdi Ar ia was 
arranvin, to join the World vank. 


Mz, kstrin said this was aJso his un'orstardin;. 


tir. strin said there were riimors that tiohammad Surur minht be 
resiminge,. ‘le said his Bank understood Surur was ovvsnizine a bank in 
Souci Arabia and would be leavinre the uovernment. Jire iiewson seid he 
had understood Surur contemplated resipning at one time, but had now 
decided to remain. 
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budget Estimates - Saudi Arabia. TAR rg 
SOE S 
= BS 
w > iy 
There is enclosed (Table 1) a copy of the Saudi Arabian Government, bhdg ret ra 
for the year 1375 AH. (August 20, 1955 through August 7, 1956) and for fi 
comparison the budyet for the year 1374 A.H. There are aap enclosed (Table I1) i] 
~ budget data for 1376 (August &, 1956 through July 27, 1957) recently made 7 
available to the Embassy from Aramco sourcese The budget for 1375 AH. was a 
announced by Royal Decree dated July 13, 1956. 2 
w 
It will be noticed that according to the Kudget, expenditures were to anoint a 
ito 1,750 million riyals and income to 1,280 million riyals. The deficit of a 
470 million riyals was to be met by drawing 330 million riyals from the "Reserve ‘i 
Mands" and by saving 140 million riyals out of the total expenditures for that s 
year. In this way the budvet was to be balanced at 1,160 million riyals. The a 
Embassy is unaware of any reserve fund. e 
The total budyeted expenditures for 1575 represent an increase of 29 per- 
cent cver the amount budgeted for 1374. 
°e 
fhe various ministries were to receive 68 percent of the total budgeted 
expenditures. [Each ministry was to receive at least as much or more than the 
amount budgeted the year before. The Ministry of Defense received 34 percent oa. 
of the total budgeted expenditures. rs 
It is hoped that more information regarding the way in which SAU actually Z 
allocated its revenues during 1375 willbe available in the near future, 07] 


The details of the budget for 1376 have not yet become available to the 
Kmbassye ‘The data provided in Table II, however, may be of some help 


ln any case, it appears that once again the budget will be unbalanced. 
Receipts will undoubtedly be below the 1, 500*million riyals mentioned in Table 


II and expenditures may even exceed the "$ »700 million riyals shown. 


RMeye | CONFIDENTLAL call 
Af ThE (With Unclassified Pmclosure No. a 
ACTION COPY — DEPARTMENT OF STATE 


The action office must return this permanent record copy to DC/R files with an endorsement of action taken 





. ee ees ee ee chsh the we 


~] 
The budget, 
of course, does not reflect the loss of income due to the Suez é¢risis, nor does 
it. reflect the additional income resulting from increases in the rates in the 
Zakat and income tax recently made by the Government. 
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The unbalanced budgets indicate that SAG will probably find it) necessary 
to increase its borrowing. As the Department knows, SAG has for the time 
being reached its limit with respect to Tax Assignments. Deductions from 
Aramco tax payments to meet SAG Tax Assignment obligations during April and 
May 1957 will result in practically no dollars paid to SAG duriny those months. 


Additional information regarding the Saudi Government budget may be found 
in Despatch 47, December 5, 1956 from the Consulate General, Dhahran. 


For the Chargé d'Affaires asi. 


a 


ie [E. Robert Meyer 
Second Secretary of Embassy 


/ lof 
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BUDGET OF THE 
KINGDOM OF SAUDI ARABIA 
FOR THE 
YEAR 
1375 ( 1955 ) 


SANCTIONED BY ROYAL DECREE 


Noe L/11/9/0 dated 4/12/1375 
(July 13, 1956) 


Royal Decree No. },/11/9/0 dated 1,/12/1375 


With the help of God Almighty, We, Saud Ben Abdul Aziz, King of 
Saudi Arabia upon perusal of the statements of the Government's Revenues 
and Expenditures for the fiacal year 1375, and in accordance with the 
decision of the Council of Ministers, dated 20th Zulhaja 1375, No. 153, 
We ordain the following: - 


1. The Government's Expenditures for the fiscal year 1375, are 
hereby determined at 1,750,000 Saudi Riyals. 


2. In accordance with the statements attached to Our decree, the 
Government's Revenues for the fiscal year 1375, are hereby 
determined at 1,280,000,000 Saudi Riyals. 


3. The Government should find ways and means to meet the deficit 
of 170,000,000 Saudi Riyals and report to Us. 


lh. Revenues shall continue to be collected in accordance with ree 
gulations and instructions, and be paid in full to the account 
of the Ministry of Finance with the Saudi Arabian Monetary Agency. 


S. Expenditures shall be incurred in conformity with the budget and 
its relevant instructions, through the Saudi Arabian Monetary 
Agency. 


6. Projects which have not been completed during 1375, should con- 
tinue and the Expenditure for them should be met for the 1376 
budget, until such projects are completed. 


7. With due regard to what has been mentioned in Article 6, excess 
of Revenues and savings in Expenditures, in relations to the 
approved budget, shall be transferred to the General Reserve 
Funde 
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8. This budget shall be put into effect with regards to 


allocations which were not included in the 137) budget 
as from the lst Zulhaja 1375. 


9. No amount may be transferred from one item to another unless 
authorized by Us and when necessary only. 


10. Unforeseen Expenditures (on specific items in the budget) 
should not be incurred without the prior approval of the 
Prime Minister. 


11. The Prime Minister shall put this order into effect and advise 
all concerned to comply herewith. 


The Royal Decree in Article 3 specified that the Government should 
find ways and means to meet the budgetary deficit. Accordingly, a 
Ministerial Committee was appointed to consider this matter and report to 
the Council of Ministers. The findings of this and the action taken by 
the Government are described below. 


Decision of the Council of Ministers Regarding the Budget of 1375 
(Decision No. 153 dated UARYALD 


The Council of Ministers have seen the Decision of the Ministerial 
Committee arrived at in connection with the budget of the State for the 
year 1375, and which has been referred to the Prime Minister under reference 
No. 236 dated 16/11/75, which reads as follows: 


In accordance with the Council's decision, the Ministerial Committee 
met to study the budget for the year 1375, and has held several meetings, 
on this subject, and had made its best efforts to make every possible 
economy that will not effect harmfully the Government set up. It started 
first with the study of general projects, and after it had reached a 
decision in regard to this, it asked the Ministries to contact the Budget 
Committee, in the Ministry of Finance, to take the same steps in the set 
up of Ministries and the Departments, in accordance with the advice given 
by the Council in its decision No. 55 dated 11/9/75. 


The Committee referred to above has completed its work, and has sub 
mitted to Us the budgetary statements which were agreed upon between the 
Committee and the representatives of the various Ministries and D: parte 
ments. After the perusal of all this, the Committee lias arrived ai the 
following: 


The total Expenditures requested by the Ministries and Departments 


in accordance with the previous estimates submitted by the Minister of 
Finance, amounted to S.R. 238,782,560. The Total Expenditure apprcved 
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by the Committee amounted to S.R. 1750,000,000. The Committee 
visualises that S.R. 140,000,000 could further be saved from the above 


mentioned amount, thus the Expenditure required would be S.R. 1610,000,000. 


Total Revenues for the year under review is S.R. 1280,00,000. thus 
the deficit would amount to S.R. 330,000,000. 


Since the budget regulations require that the deficit should be met 
and the budget should be balanced, the Committee is of the view that the 
Council should ask to the Minister of Finance, to find ways and means to 
meet, this deficit from the General Reserves. 


Revenue and Expenditures 


a brief account of the Revenue and Expenditure for the year 1375 
is given below. For purposes of comparison, figures for 137) are also 
includede 


SAUDI BUDGET 1375 


(1955 - 1956) 
137 1375 
REVENUE SR b SR b 

1. Income Tax & Zakat 697,400,000 51.5 727,000,000 5.2 
2. Oil Royalties 275374500 2062 300,000,000 18.6 
3. Customs Duties 80,000,000 6.0 110,000,000 6.8 
. Stamps, Licenses and Fees 25,986,000 1.9 19; "505,000 le2 
5. Railways 27,600,000 2.0 27,000,000 1.7 
6. Airlines 25,000,000 1.8 30,000,000 1.9 
7. Post, Telegrams & Telephones 4,900,000 O.4 22,000,000 1.4 
8. Deductions for Pensions 3,000,000 0.2 3,000,000 0-2 
9. Miscellaneous 1,750, OOO 0.4 §=415495,000 2.6 
10. Drawing from the Reserve Fund 211,989,500 15-6 330,000,000 20.) 

Total Revenue S.R. 1355,000,000 100% 1610,000,000 100% 

EXPENDITURE 
1. Emoluments of His Majesty 

and the Royal Family 55335312 363 56,589,265 3.2 
2. Royal Secretariate & Council 

of Ministers 10,488,000 0.8 20,800,285 1.2 
3. Ministry of Foreign Affairs 21,000,000 1.5 26,764,000 1.5 
le Internal Administration and 

Public Security(Ministry of) 7,960,899 5.5 120,869,l46 6.9 
5S. Defense (Ministry of) Wuh,951,7H6 32.8 594,790,636 3.0 
6. Communication & Transport 124,290,906 9.2 185,328,568 10.6 
7e Education (Ministry of) 555156,482 el 81,376,844 7 
8, Ministry of Agriculture 15,930,795 1.2 32,300,000 1.8 
9. Ministry of Public Health 39,509,458 2.9 67,113,493 3.8 
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137k 1375 
EXPENDITURE (cont.) bs SR & SR 
10. Ministry of Finance and 
National Economy 33,820,517 265 67,143,493 3.4 
ll. Ministry of Commerce 2,824,000 0.2 3,03,2h0 0.2 
12. Administration of Justice & 
Ecclesiastical Affairs 26,586,352 2.0 35,087,828 2.0 
13. Tribal Affairs, Municipal, 
National Subsidies & Con- 
tribution 1 61,549,109 4.5 7,409,605 he} 
1. Public Work & Enterprises 176,200,000 13.0 218,348,455 12.5 
15. Settlement of Previous 
Outstanding Claims 128,183,956 9.5 122,851,831 7.0 
16. Miscellaneous 94,674,468 7.0 61,080,641 3.5 
Total Expenditure S.R. 1355,000,000 100% 1750,000,000 100% 
Less what is expected to be saved 
out of the total 
Expenditures during 1375 -1),0 ,000 ,000 


] 


S.R. 1610,000,000 


Other than those carred by the respective Ministers. 


UNCLASSIFIED 


Page A 
CONFIDENTIAL I nel. No 2 
(Classification) Desp. No 216 


From Jidda 


‘ SUMMARY OF SAUDI ARAB GOVERNMENT BUDGETS, 1375 AND 1376 


STATEMENT OF THE MINISTER OF FINANCE 
(In Thousands of Riyals) 


1375 1376 
Revenue: 
1. Oil Exploitation 350 ,000 
2. Aramco Taxes 850,000 
3. Customs 100 , 000 
le New Income Tax and Jihad Obligation 100 ,000 
S. Other Taxes and Fees 100 ,000 
Total Revenue 1500 ,000 
Expenditure: 
1. Ministry of Defense ho ,O0O 450,000 
2. Development Projects 500 ,000 4,60 ,000 
3. Government Administration 690 ,000 650 ,000 
he Debt Retirement 120,000 1,0 ,000 
Total Expenditure 1750,000 1700 ,000 
\ 
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| 
Enclosed is a copy of the statement of the King's riyal account 
under the stabilization fund for the quarter ending March 31, 1957 
furnished the Embassy by the Jidda agency of the Netherlands Trading 
Society. 


For the Chargé d'Affaires a.i. 










~ 
F * 
( Ge E. Robert Meyer ' 
ks Second Secretary of Embassy S j 
Enclosure: 


1. Statement of King's Riyal Account 
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tudget fer “eneral Projects in Sandi Arabia for yoar 
August 1956 -- July 1957. 


The followin, is a statement issued by the Ministry of ee and 
National Kbeonomy concerning the budget for veneral projec!s in Sandi Arnaiin 
Inring the year 1376 AH. (August 8, 1956 throu: July 27, 1057). VY 


ln its recent session held on December 13, 1956, the Council of hinisters 
tscided to devote the yearly oil income to general projects. Royal Decree 
No. 3/10/1336 of January 1, 1957 approved this resolution. ‘The projects 
approved are as follows: 
Amount ludye ted 
(1,900 riyals) 2/ 


Ninistry of Education . 
onstruction of fifty schools 2h 3000 
Ministry of Interior 
onstruction of Riyadh Jail and for purchase 


of armed boats, and a wireless net for 


vwwlic security 1,056 
‘iim itry of Communications (Total: 62,945) 

Roads and ridges: 
Jidda-Medi na Road 7,000 
Riyadh-Dar'iya-Shimaisi toad 4,000 
Khubar=-Dammam Road Ls S05: 
Yanbu'-Medina Road 2,500 
Outer roads of Riyadh 55855 
Medina-Tabuk Road 1,000 
Ri: adh-Kharj Road 6,000 
lleavy Equipments 560 
Stuly (survey) of Jidda=-Dannien oad 700 

Railroad Projects: 22,000 


Jelesraph, Post, and Telephone, etc.: 


Siemens projects construction 631 

: " equipment 3,194 
Complementary Works 500 
Telephone lines in Taif 40 
Telephone projects for Riyadh 790 
Sea Stations 250 


Completing construction of a 3rd floor 
for the building of the automatic telephone 26 


em ee ee ee ee ee 


Source: Al-Bilad al-Saudiyah No. 2408, March 21, 1957. 
2/ U.S. $ 1 = 3.75 riyals 
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Project of Alen (sic) District in Riyal 

Circulating Mail 

For furnishing 12 reserve centers 

Royal mobile telephone station 

Cost’ of land for @arrier in Taif and 
for switchboards (stations) and Cerrier 
in Mecca 

Post Office boxes. for subscribers 

New Trains 

Barges and Towhboats 

Buwaib Road 


Ministry of Health (Total 19,027) 


Four clinics in ltuyadh 

Shaqra Hospital 

Two hospitals in Buraidah 

Abha and Bishah Hospital 

Inaizah, Hail and Jizan Hospital 

For completing the onstruction of 

al-Majma'ah Hospital 

lor constructing a second floor for tie Sadad 
Hospital in Taif 

Equipment for the rest of hospitals 

Walls and Roads for hospitals 


(also for covering any further constructions 
in the nine hos, itals, and for making improve- 


ments in the areas on which these nine 
hospitals are built). 

Completing the first floor of tiie Sadad 
Hospital (Taif) 

Completing the basic works in the Jidda 
Quarantine 


Last figure in the account of the Riyadh Hospital 


Ministry of Age cut ure 
or completing the 'Ikramah Dam in Taif 


Ministry of Defense and Aviation 


Ministry of Finance and National Economy (‘otal 3,800) 
rial Photography 


For Customs Warehouses 
Enlargement of the Jidda Pier (Port) 


General Projects (Total 194,500) 
igious Institutions 
Holy Mosque in Medina 
Holy Mosque in Mecca 
Yor the Haj and the pilgrims 
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Riyadh Pro jects 

Mosques 

Bastern Province (sic) 

Projects in Medina 

Desert Roads 

Mor the Broadcasting Service 

Water Projects 

jovermment Constructions 

Govermment Offices at Dhahran Airport 

For the account of the Electric Station 
in Riyadh 
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suBJEcT Saudi Arabian Government Indebtedness to the Mackay Radio and 
Telegraph Company. 


o The American Embassy, J IDDA. 4 1 
| se vi 


The Mackay Hadio and Telegraph Company has Advised the Department, 
of unsuccessful attempts to collect from the Saudi Arabian Goverment! 
an indebtedness of $18),;,112.28 which contains some items of ma 
years' standing. Reportedly this amount is made up of $25,865.13, 
being the balance due since 1952 under agreements for the installation 
of the government's radiotelegraph station at Jidda and the super- 
vision of its initial operation as well as traffic balances of 
$158,246.85 accumulated since 19))8. 





Apparently the Saudi Arabian Government has made a few small pay- 
ments from time to time on account of these agreements and on account 


of traffic exchanged, some payments being identified and some not. 
According to Mackay officials the Saudi Government does not = 
question its indebtedness but on the contrary has repeatedly assured i 
the company through its Ambassador at Washington and its Director i 
General of PTT that it would be discharged without delay. During ds 
his recent visit to the U.S. the King is reported to have instructed \ 
the Finance Minister to pay the account immediately upon his return { 
| to Saudi Arabie. It is believed that, because of the age of the = 
account, action may have been repeatedly postpomed to devote attention (J; 
to current matters. ~] 





The company has now asked the Department's assistance in using 
its good offices to keep the Minister of Finance reminded of this 


lemalo apart indebtedness to Mackay until it has been settled. The Embassy is 
wit therefore requested at its convenience to raise this question 
[2 informally with the Minister of Finance. For the Embassy's infor- 
An. + --- mation there is enclosed a detailed statement of amounts reportedly 
4 due the Mackay Radio and Telegraph Company. 
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CONFIDENTIAL eh 
DEPARTMENT OF STATE 


Memorandum of Conversation 


DATE: August 19, 1957 
1 


SUBJECT ARAMCO loan to the Municipality of Riyadh 


Homer Mueller, ARAMCO 
PARTICIPANTS: 


Robert K. Sherwood, NE 


COPIES To: NE(2cc), NE/E(1ec), FSD(lec), OLI(2cc), Jidda, Dhahran 


Mr, Mueller stated that the Municipality of Riyadh had asked 
ARAMCO for a $10 million loan for development purposes. Mr, Mueller 
said that Mr. Davies, Chairman of the Board, was conferring with the 


Saudi Government, and it appeared likely that a long-term loan would 
be arranged, 
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Mr. Brougham said that the purpose of his visit was to present 
to the interested U.S. and international agencies in Washington 
ARAMCO's assessment of Saudi Arabia's deteriorating financial 
situation and its implications. He noted that he had already been 
in contact with officials of the IMF, IRRD and Export-Import Bank. 


The significant elements in Mr. Brougham's assessment of the 
Saudi financial situation are as follows: 


1. The value of the Saudi riyal in terms of foreign exchange 

ek has depreciated considerably during the last year and a half, - 

particularly during the period since January 1957. The rate of 

exchange of the riyal started to creep up from the official rate of 

3.75 riyals to the dollar in January 1956; by January 1957 the 

rate was 4 to 1; in August 1957 it briefly reached the level of 

6 to 1 and for the time being has settled back to the rate of 

5.75 to 1. Thus, the riyal depreciated 7 percent during the 

whole of 1956 as compared to 44 percent during the first half of 

1957. 


GT SNOO 


2. During this same period, there is evidence of a considerable es 
rise in the prices of consumer goods. ARAMCO's price index of 


0 
‘ad 63 food items/ 
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(3 food items shows an itnerease from 10C in January 1956 to 241 fs: 
July 1967. Its vrice index of 229 consumer poods indicate: : 

rise from 1™) in January 1956 to 121 in July 19®©7.) The predominant: 
portion of the price rice hae taken pinee during the past seven 
monthea. 


3. The above situation results from the fact that the Saw ii 
Arabian Monetary Apency has not been able for some time to meet 
more than a small part of the imrorters' demand for foretyn 
exchanye. Therefore, importers have turned increasingly to the 
black-market for a large measure of their forelen exchanpe neads, 
with the result that the price of foreign exchance has risen 
considerably in terms of the riyal. This increasing cost of foreip¢n 
exchange has been passed directly by the importers to the consumers 
in the form of higher prices. The nature of “audi Arabia's econony 
is such that a large and significant. sepment of the population is 
directly dependent upon imports for virtually all of its consumabler. 
Also, no doubt, capital flight has been :layiny «a role in the pressure 
on the rate of exchange. 


4. The inability of the Saudi Arabian Monetary Agency to meet 
the legitimate requirements of importers results in the final analy 
from the continuing absence of any control on the part of the 
Saudi Arabian Government over the expenditure of its oil income, 
The effects of this lack of control have been compounded by the 
financial and political consequences of the Suez crisis. 


5. SAG's external debt scheduled for repayment during the period 
September 1957 to mid-1958 amounts to ?97 million, of which 37 
million is owed to ARAMCO and $60 million to U.S. commercial banks. 

In addition, the Saudi banking system has an overhang of $60 million 
in unsettled letters of credit. Moreover, SAG's internal debt 

has risen from a level of around SK 600 million to about SR 1] billion 
in the past three to four years. 


6. ARAMCC estimates that approximately SR 600 million in 
‘ilgrim receipts are in circulation. These receipts indicate that 
they are fully covered by silver riyals in the vaults of the 
Saudi Monetary Agency and that they may be redeemed on demand of 
the bearer. However, it appears that the Saudi Arabian Monetary 
Agegcy in fact has on hand no more than SR #0 million in silver 
riyals and SR 60 million in Saudi gold sovereigns as cover for 
outstanding pilgrim recciptr. 


“Mr. Rroughan/ 
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Mr. Yrougham sai’ that ANAMCO has the means of coveriny, it: 
wn operating needs in the deteriorating Saudi Finanetal situation, 
uithough the problem of how to adjust the wagers and sanlarie 
lneal employees to keep up with the rapidly rising COL is a 


Wfficeult one. “Ye noted that ARAMCO has already raise i locals yiay 
ty 7 pereent at the upper grades to 1* pereimt at the lower yrudes 
“Mr. Frougham went on to say that VACC's major coneern wan 


with the political aangers inherent in the continuing inflationary 
situation. Thould the current deterioration continue unabatac 

it might well resuit in «a loss of confidence in the country's media 
of exchange, whicn to a considerable eytent consists of very Inade- 
wuately covered pilgrim receipts. Without going into detail he 
concluded that such an occurence might well lead to the toppling 

of the present regime. In any case, he was of the opinion that 

the presunt situation was an open invitation to Soviet and tgy, Ular 
intrigue. 


lr. Brougham stated that promnt action was needed to devise a 
practical propram combining some belt tightening with some external 
financial assistance, “e thought that an important element of this 
program would be the dispatch of an IMF mission to assess the 
situation and advise SAG, He had alread) talked to Messrs. Cochran 
and Gunter of the Fund revardiny such a mission and had come away 
with the impression that, while they were sympathetic with such 
an undertaking, they dil not think it would be posstble to yet one 
underway in the near future. He expressed the hope that somethin 
could be done to accelerate matters in this repard. Howeve:, he 
agreed that a majdr problem was how to convince King Sand that he 
should request an IMF mission and noted that the King probably 
would not be enthusiastic toward such a mission, much less provide 
the backing necessary for its success, unless he was convinced that 
more than just hard tc take advice would be forthcomtine. 


Mr. Brougham did not vo into detail regarding what types of 
external assistance might he available, except to mention the 
possibility of using the ''.°. Treasury's Fxchange Stabilization 
Fund. He was advised that he shculd discuss the matter of the 
Stabilization Fund, as well as the entire Saudi situation, with 
the (ffice of International Finance in Treasury. (He did so 
the next day.) 


In answer to 4 direct question, Mr. Prougham stated that he 
thought that desrite SAG's difficult financial situation the King 
firmly intends to fulfil! his financial commitment to Jor’an, 
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autioy of Cotwper 1, 1957 cane fraa the ianicter of Vinance ldimsel’ aml this 
is ob. witlanet mips fleanec. 
The aetion of tie Finance Minister came is a complete surprise to the 
Ancricun Uovernor of SAMA, Mr. Ralph D. Standish, as well as the baniding 
community, which could not cnvisage such a rash step bein, taken under present, 
conditions. Mr. Standish has directed a letter to Finance ldnister Surur 
expressing his concern over this further inroad into limited reserve, and to 
inquire as to the reasons for the action. Mr. Standish has informed the 
Embassy in confidence that ne is becomin,; more discourayed with the financial 
nanagenent of the Kingdom daily. Apropos of !:is concern is a “hard sioney" 
mentality amony SAG officials. If a contemplated new issue of silver coins 
is made, reserves will be further depleted. With riyals moving to a discount, 
jllegal smmpyling of the silver coins would be likely. ir. Standish believes 
the unfortunate cxpericnee with past silver coin issues (sec Embassy Despatcii 
Mine 77, December CY, 1955) has evidently not educated those in power. He icv 
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Memorandum of Conversation 


DATE: ctober | | 


1, Saudi Arabian Finances 
>, ARAMCO-Saudi Government ltelations 


PARTICIPANTS: James Terry Duce, ARAMCU Vice President 


COPIES TO: 





Kenneth Webster, ARAMCO, Local Government Helations 
James Knight, ARAMCO, Washington Office 


David U, Newsom, NE; Theodore A, Wahl, Ni; William v, Hrewer, N 


NéA(lec), NE(2cc), NE/E (lec), FN(1ce), Jidda(lec), Vhahran(Ice) 


1. ogudi Arabian Finance 


Mr. Duce stated that Saudi Arabia had obtained a further loan of 


w25 million from New York banks, This loan was granted on the tax 
payments due SAG from ARAMCO, In response to Mr, Newsom's question, 
Mr, Duce agreed that this put SAG near its borrowing limit, 


Mr. Duce also reported that SAG had begun to pay some of its 
employees in Jidda in Saudi sovereigns and that substantial amounts 
were being paid out at the rate of 40 riyals to one sovereign. 
There was much criticism of the action on the grounds that it would 
permit some persons to make personal profit from the unstable fi- 
nancial situation and the current weakness of the riyal, The 
sovereigns were already said to be selling at 43 to 1. The current 
riyal-dollar rate was reported to be 5,75 after rising to 6.25 for 
a brief period, 


According to one report, the Saudi Government began issuing 
sovereigns because of a severe shortage of paper money in Jidda, 
Another story was that the Saudi Government wished to demonstrate 
by this gesture its confidence in the riyal, Mr. Newsom observed 
that it would seem to have the opposite implication and be rather 
:a sign of desperation. 


Mr. Duce 
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Mr, Duce was not sure whether or not the sovereipns paid out 
were from the fund used as backing for the Saudi riyal pilgrin 
receipts. There was a hoard of sovereigns in Riyadh, he said, an’! 
the payments were perhaps being made from this fund. Abdullah 
Tariki, Director General of Mining and Petroleum Affairs, was re - 
ported to have refused to accept his salary in sovereigns in order 
t» demonstrate his onvposition to the move, 


Mr, Duce passed on a report that a large quantity of newly 
vrinted dinars had arrived in Jidda. He doubted the report, be 
said, because ARAMCU had been working, at the request of the Saudi 
Government, on photographic drawings for the new currency, ani he 
lid not think that the new currency could have been printed and 
sent back to Saudi Arabia so soon. 


°. ARAMCO-—5 i Government tNelatjons 


Mr, Duce reported that the recent ANAMCU-GAG tals headed hy 
ltr. Davies and Mohammad Surur had ‘been conducted jin a fenerally 
sstisfactory atmosphere, The Saudis had taken a less negative 
attitude toward ARAMCO's trading company proposal and Government 
action had heen taken to solve the company's problems in obtaining 
residence permits for foreign employees (including Pakistanis ani 
some Americans), 


The company is continuing to withhold under protest Saudi 
‘neome tax from its employees! salaries. The company is still 
hopeful that the issue can be resolved, however, It was voointed 
ut that the Saudi Government had originally requested the with- 
holding to begin as of August 1956, the beginning of the Islamic 
year, but had agreed to postpone the effective date until June l, 
LOS tie 
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Aramco Tax Assignments to Saudi Arabia. 


Q 


. 

i) 

‘ | & 

The Embassy transmits herewith Aramco revised anion of tax liabilities | § 

ons cash payments due Saudi Arabia and loans and repayments ayainst tax 2 

assignments for the years 1950 through 1957. 00 

o 

Difficulty in meeting current obligations (See Embassy despatches No. sae i. 
of September 23, 1957 and Noe 67 of October 3, 1957) compelled the Saudi O) 
Arabian Government to arrange additional loans in September through Aramco : 
against 1957 tax liabilities totaling $25 million. These new borrowings, + 
which do not appear in Schedule IV of Enclo> .re 2, and the schedule of ve- ©) 
payments follows: =. 
1. From the GUARANTY TRUST COMPANY, New Yorkessssesseoses $, O 
Repayment Schedule: Jane 15, 1958 ----$ | million s 
Febe 15, 1958 ---- na 
March 15, 1958 ---- ( 
April 15, 1958 ---- v] 





9 


2. From the CHASE MANHATTAN BANK, New York..ssceceesceses rae middion 


Repayment Schedule: Jan. 15, 1958 -----3 3 million 8 fp mn 
ob. 1b, 1958 ----- 3 million = Nes 
Mare! 15, 1958 ---- 5 million VE £ 
Aprii 15, 1958 ---- 2 million 


The Aramco management contimues to express concern over the rate of 
Government expenditures, which persistently exceed revemmes. The financial 
difficulties which arise under these circumstances are being met by the 
Government, not through curtailment of expenditures, but by drawing on 
reserves and more active efforts to secure greater, tax payments 'and revenue, 
primarily from Aramco. With opportunities for increasing revenues from 
sources other than Aramco extremely limited, the attempts to accelerate tax 
assignments, discounting of Aramco tax payments, and varied lease to secure 


additional revenue from the company will be standard feat Gdévernment 
fiscal activity for the foreseeable future. 
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berove Jidda 


At the present time, monthly payments begin in September for 


on profits for January of that calendar year. 


wish payments to be moved forward two additional months to June. 


reluetant to compute taxes so early in the year. 
officials 
concessions may be made if the Saudi authorities are reasonable 


However, 


taxes ciue 


The Saudi authorities now 


Aramco is 


local 4ramco 


state the campany considers this a good negotiating point and -ciome 


in other 


matters now under consideration (see referenced despatch). The increasing 


difficulties of the Government in meeting current obligations, 


and the absence 


of reliable fiscal management, makes the company reluctant to contribute to 
an ever faster tempo of Government éxpenditures, which too liberal a tax 

assignment and borrowing service to the Government would entail. 
would lead to a cycle of additional demands on Aramco. 


Enclosures: y 


qT, iis in turn 


“or the Ambassador: 





bi) xe + \ erer 


William b. Toomey 
Second Secretary of Embassy 
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No. 1 -- Aramco letter, NY-510, Sept. 11, 1957. 


Noe 


Schedule I - Annual Tax Liabilities due SAG 
Schedule II - SAG Borrowings Against Tax Assignments 


Schedule III - Repayments of Assignments 


Schedule IV - Assigned Against 1957 Tax Liabilities 


Aramco letter, NY-532, Sept. 2, 1957. 


Schedule I - Annual Tax Liabilities due SAU and 
nnual Vash Payments received by SAG 
Schedule II - SAG Borrowings Against Tax - Assignments 
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CONFIDENTIAL Enel. No 1 
(Classification) Desp. No. BB 
bron Jidda 


ARABIAN AMERICAN OIL COMPANY 
New York New York 
September 11, 1957 


REVISKID SCHEDULES 


NY-510 


MRe He Re SPIFGEL 
DHAHRAN 


We are attaching for your information the following recently 
revised Scneiules: 


Schedule | - Anmual Tax Liabilities due SAG 

Schedule If - SAG Borrowings Against Tax Assignments 

Schedule III - Repayments of Assignments 

Schedule IV - Assigned Against 1957 Tax Liabilities 
E. G,. VOSS 


Original signed 
R. Le Bundschuh 


By 
Assistant Cashier 
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Desp. No 
From__ 


_Jidda 


For the Year: 


Total Tax Liability 
Amounted to: 


Payments effected 
were applicable 
against 

Iiability of: 


Total Cash Payments 
received by SAG were: 


ARABIAN AMERICAN OIL COMPANY 


1955 1956 1957 


192, 742, 371-83 199,57, 387.96 233,909,000 (Est) 


97, 999, 584635 
50,019, 332.00 142,723,039.83 
73, 577,413.00 (a) 125, 879,97).96 


148, 018,916.35 216, 300,526.83  125,879,97.96 


SCHEDULE I 
(Continued 


Total Tax liability Paid 


51, 869 2Bye 80 
101, Oly, 533-57 
104; 201, 24,9213 
11251355 981¢)9 
ly 35 666, 2526 35 
192, 742, 371-83 
199,57, 387.96 


(a) Includes $192,)13 equivalent of "rench Francs paid Nove 1956 against January, 1957 installment. 


Treasurer's Department 
New York, New York 
September 9, 1957 
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ARABIAN AMERICAN OIL COMPANY 





Tax Liabilities and Cash Pa; ments due Saudi Arab Government and Loans and 


SCHEDULE 1 


Tax Laatriitl es due Xe ad to Anmial Cash Payments Received 
by SAG 


For the Year: 1950 1951 1952 
Total Tax Liability 
amounted to: 51,869, 234-80 101,01);,533.57 10, 201, 29.13 


Payments effected 
were applicable aprainst 
liability of: 


1950 51, 869, 2 3)-80 

1951 101,014, 533-57 
1952 440, 000, 000.00 
1953 

1954 


1955 through 57 on next pagee 


Total Cash Payments 


received by SAG were: Bly 869, 23h. 80 Uj), O14, 5336 37 


Treasurer's Department 
New York, New York 


Jamary 16, 1957 


1953 


112,135, 981.9 


Gly, 201, 249013 
37, 272, 332.00 


101, 73, 581.13 


1954 


iy 3, 666, 252. 35 


Ths 8635 649-49 
455 666, 668.00 


120, 530, 317.49 
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ARABIAN AMERICAN OIL COMPANY 


SAV Korrowings Against Tax Assignments and lteplacemenits SCHEDULE 11 
Thereof. 
Assignments applicable 
against Tax Liability 


of Year: 1950 1951 1952 1953 1954 


Per Schedule I this tax 
liability totaled: SL, 869, 234680 101,01, 533057 10h, 201,249.13 112,135, 981.49 143,666,252. 35 


SAG received funds in 

1951 Jamary 3,000, 000 
April ly, 000, 000 
May 6, 750,000 
June 9,000,000 
July 1051980, 1,50 
August 2, 618,53 
September 10,000, 000 
October 5,000, 000 
November 5,000, 000 
December 5,000, 000 


1952 November 19, 000, 000 


1953 June lyy OOO, 000 
July 6,000, 000 
October 2,000, 000 1,000, OOO 
November 8, 000, OOO 


1955 April 5000, 000 


1955 February - continued on newt page. 14, 000, 000 
TOTAL AMOUNTS ASSIGNED 36, 38, 903 25,000, 000 19,000, 000 20, 000, 000 15,000, 000 


Treasurer's Department 
New York, New York 
February 16, 1957 
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From 


ARABLAN AMERICAN ODL COMPANY 


Assignments applicable 
against Tax Liability 
of year: 1955 
Per Schedule I this 
tax liability totaled: 192, 72, 371.83 


SAG Received Funds in 


1955 (¥ebruary 10,000, 000 
June 24, 000, OOO 
September 25,000,000 
December 20, 000, 000 

1956 May 10, 000, 000 
June 
July 
October 
December 

1957 February 
June 
September < 


TOTAL AMOUNTS ASSIGNED — 89,000, 000 


Treasurex's Department 
New York, New York 
September 9, 1957 


1956 


199, 57, 387.96 


15,000, 000 


100, 000, COO 


1957 


233,909,000 (Est) 


150, 000, 000 
20, 000, 000 


60, 000, 000 


SCHEDULE II 
(Continued) 


61, 348, 903 
19,000, 000 
21, 000, 000 
30, 000, 000 


93, 000, 000 


95,000, 000 


75,000,000 


Total Cash SAG Received 
from Assignments in Year: 


(1951) 
coer 
(1953 

(195) 


(1955) 


(1956) 


(1957) 


CONFIDENTIAL 


ARABIAN AMERICAN OIL COMPANY 


Assignments Applicable 


to year: 1950 
¢ | 3) totaling: 365 348, 903 
! “cd 
5 
tT | Were Repaid by Aramco 
|. 7 | in: 
J 4 a. f 
as oe 1951 36 348, 903 
ee HQ ey LL 1952 
1953 
195) 
1955 
Total Repayments 36, 38,903 
F 
ce 
A ty fi 
> - 
3 
oO 


Treasurer's Department 
New York, New York 
September 9, 1957 


SCHEDULE III 


1951. 1952 1953 195) 


25,000,000 19,000,000 20,000,000 1,5,000,000 


25,000,000 3,000,000 
16,000,000 8,000,000 


12,000,000 8,000,000 


37,000,000 20,000,000 (69, 


25,000, 000 19, 000, OOO 20, 000, 000 45,000, 000 89,000, 





Assignments Applicable 1956 
to year: 
totaling: 100, 000, 000 
Were Repaid by Aramco 
in: 
1956 20, 000, 000 
1957 80, 000, 000 
100, 000, 000 
Total Unpaid 


1957 


60, 000, 000 


60, 000, 000 


89,000, 000 


000, 000 


CONFIDENTIAL 


TAX ASSIGNMENTS DUE 1958 SCHEDULE IV 
| Assigned Against 1957 Tax Liabilities 
| In Millions 


DATE ARAMCO'S 








| | ACCEPTANCE oF MINFIN TOTAL 10 BE PAID 15th of MONTH - 1958 
oJ sas ASSIGNMENTS IETIER DATE BANK ASSIGNMENTS ril May June July Aug. 
pe? | 6-19-57 12691/2 6-18-57 CHASE 20 eO = ye ye ew 
Ee: g L 6-19-57 12692/2 6-18-57 GUARANTY 20 eC ye ee 
Q-3-57 129),/2 8-31-57 CHASE 10 “ 205 205 Zam S55 
9=3=57 1295/2 8-31-57 GUARANTY 10 = 25S Re RS 

TOTAL 60 8.0 13.0 13.0 13.0 13.0 


Treasurer's Department 
New York, New York 
September }|, 1957 
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ARABIAN AMERICAN OIL COMPANY 
New York New York 
September 2h, 1957 


7 REVISED SCHEDULES 
TAX ASSIGNMENTS 


CONFIDENTIAL - TO BE OPENED 
BY ADDRESSEE ONLY 


NY-532 


MR. H. Re SPIEGEL 
Dhahran 


We are attaching the following recently revised schedules for 


your information and files: 


Annual Tax Liabilities due SAU & 
Annual Cash Payments received by SAG 


SCHEDULE 1 (Page 2) 


SCHEDULE II (Page 2) SAG Borrowings Against Tax - Assignments 


E, C,. voss 


Original Signed 
By R, L. Bundschuh 
Assistant Cashier 


CONFIDENTIAL 
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Sane 
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Page 
Enel 
Desp. ! 


Tada 


F rom __ 


Anmal 


For the Year: 


es 


ARABIAN AMERICAN OIL COMPANY 





ax Liabilities due SAG c 


Cash Payments Include Repayments 


Total Tax Liability amounted to: 


Payments effected were applicable against 


Liability of: 


1955 


Total Yash Payments 


received by SAG were: 


SCHEDULE I 


ed to Annual Cash Payments received by SAG 


( Against Tax = J 


signments 


1956 


199,57, 387-96 


1y2, 723,039.83 


L957 


Total Tax Liability 
Paid 


233,909,000 (Est. ) 


7355775113000 (a) 1255879597096 


216, 300, 52.83 


19, 92, 17.00 


W155 372, 391.96 


192, 72, 371683 
1995 },57, 387696 


19, Sey 17200 


(a) Includes $192,),;13 equivalent of French Francs paid Nove 1956 against Jamary, 1957 
installment. 


Treasurer's Department 


New York, New York 
September 20, 1957 


CONFIDENTIAL 


Z, 
a. Assignments applicable against 
al Tax Liability of Year: 


Per Schedule I this tax 
liability totaled: 


e. SAG Received Funds in: 
42 ; 

Sie 1956 May 

oe June 
Ps July 

Te October 

= December 


1957 February 


TOTAL AMOUNTS ASSIGNED 


Treasurer's Department 
New York, New York 
September 20, 1957 


ARABIAN AMERICAN OIL COMPANY 


1996 


199,57, 387.96 


15,000, 000 
15,000, 000 
15,000, 000 
20, 000, 000 
20, 000, 000 


15, 000, 000 


100, 000, 000 


SAS Borrowings Against Tax - Assignments 


SCHEDULE 11 


Total Cash SAG Received 


from Assignments in 


Year: 
1957 
233,909,000 (Est. ) 
(1956) 
95, 000, 000 
(1957) 
140, 000, OOO 75,000, 000 
20, 000, 000 
60, 000, 000 


CONFIDENTIAL 
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‘ 
* 1) N 1y¥ i 
ALN POUL DECC Ar al, 
cl (Security Classification ) 


FOREIGN SERVICE DESPATCH 


Mr. Ralph Standish, Governor of the Saudi Arabian lione tury Agency, 
advised the writer in confidence of nej;otiations for a }; million 
These purchases have been initiated 


old sovereijn purchase in Pakistan. 
upon receipt of instructions from the Finance Minister, Shaikh Mohammed 
Surure According to Mre Standish, the net cost of this purchase will be 
an estimated $36 million. (Other sources have indicated difficulties in 
making sufficient foreiyyn exchange available for the purchase are likely 
to limit purchases to ® million gold sovereigms, at a total cost of 

slijhtly over 516 million.) Purchases of the ;old for this issue are 
bein: made gradually in the London market. 


for the Ambassador: 


William Lb, Toomey 
Yecond Secretary ot kanbassy 


45,4 


Dept. please pass Karachi and Londone 


we De Toomey/eh 


REPORTER 


COMP IDENT LAL 
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SOLIDE LAT, 
DEPARTMENT OF STATE 
Memorandum of Conversation 


DATE: his : 


SUBJECT Oe wt ‘it etyeetyet ul toi tuted pet 


4 / 
PARTICIPANTS: jaan Hit, Fire" potehent. BLO ; 
Pe lu . y it; 36h : 
Vitel le wht 5 kl 


COPIES TO: RAN Vase poy 


lo, Inice teolauhoned to say tal tile company had received a telepram 


From Dhatwan reportine: recent, converrations between la. Davies fond 
wohamad Surur., Surur is oabvicusls heavily pre-oeceupied with tue orave 
i TinweLal prisis and is seeking WloOono,oo went ly. 


im? made 1b elmar Lo fin. tat {ns WET neh a, ree to ay 


Suudi Arattar 
the corr any | 
uceeleration of tax vayments untess Gouudi Arabia aj ree: 
company ydan. <.%% ‘mee expressed Lhe opinion that dm view « 


my ee TIV an te SVT LAT? oR 


financial erisirc, Soauli Arabia mil fh sre Vn 


be Syne taediny 


| tiie 


entiat) tetment of tage cen aries. 


ile : 
\ “T, 
se 
1 Ast: DBVewsowras 
12/13/57 
CON! TDEDML LAT, 
ero 926817 


2 paainiemcth Sais ni al PN i et dl Fale 





CONFIDENTIAL 
DEPARTMENT OF STATE 


Memorandum of Conversation 


DATE: January 2, 195%) 
SUBJECT Saudi Arabian linancial Problem 
PARTICIPANTS; itr, James T. Duce, Vice President, ARAMCO 
Mr. James Knight, ARAMCO 
David D. Newsom, NE i YU 
Po] 
COPIES TO: NEA(lec), NE(2cc), NE/E(1cec), FSD(1ec), Jidda(1ec), Dhahran(1ecc) = 
! 
©) 
Mr. Duce reported that ARAMCO was continuing its examination of 
possible steps it might take to assist Saudi Arabia in solving its 
financial problems. In this connection, he gave Mr, Newsom a copy of 
the attached company telegram from Dhahran, dated December 29, 1957. 
\ 
% 
a ae 
/ 1 ty 
e* i 
1154 3 
mci a 
i 
6g ip thes Sy 
r 
NEA: NE: DDNewsom: 2 at 4 
1/7/58 om” \ 
q\ 
ero 926817 “sd 





U CUNFIDENTIAg 


UHAHRAN 
? Decomber 29, 195. 
Y 
Bill vwen, Garry Uwen saw Surur Riyadh ?@th on other sut 


jects. Gurry gave my (Davies) assurances that we have continu 1 
comsider SAG's financia: problem and that you have reviewed with 
Duce and others in States. Told him you, Duee had discussed, in 
preliminary fashion only, possibility loan by JAG from banking 
group headed by world Bank repayable fron royalties but we did 
not wish pursue further unless he oo desired. Pointed out such 
loan would require some supervision ust of finds. 

ourur seemed appreciative our interest but replied SAG would 
not be interested this possibility for two reasons Yrirst would not 
want to wake “open® loan apparently meaning on which would be 
generally known and second would not accept any outside contro: 
vr supervision over funds. 

wurur said SAG had decided foilow cours:: w: discussed of 
monthly tax assignients commencing February accompanied by strict 
budgetary controls, reduced expenditures and deferment certain 
projects with aim paying off all debts two years. 

No mention made of further tax assignment against 195'/ 
taxes but very likely this still contemplated. 

Surur said SAG would still like find some source in States 
or abroad willing lend »50,U0U,JUU without strings attached t 
be repaid 25,000,000 monthly commencing January 1959. = Garry 
toid Surur he would report same to you but he thought no chance 
such development. Also advised Surur we would continue keep 
problem in mind and come forward if any other possible solution 


develops. 


ns ee ee ee en Ce a nee ae ae ee 


vurur ais tentioned possibility SAG ine we tain in 
ereaged froty vther negotiations apnparentivy weaning tomas mone 
View Commaritive copmlacency ouriur attitude and absene 
reser: Crohn wttrur te develop ther posatbie wey of pala ary 
eash now neither Owen folt it desirable inject possibid ity 
Yidon settlement at this meeting. 

4aki Saad and Anwar Ali still Riyadh. 

Meanwhile riyal rate continues hoid around five to om: 

King now at Hail and nay Surur says reach Jiddeh after 


ten days. Surur remaining Riyadh meanwhile. 


( 


INCOMING TELEGRAM Department of State 
















aailita SECRET Sit 
Action Control 6154 ; if “a n 
: Rec'd January/1LZ, 19 68 eS 
NEA FROM: Dhahran Sh p/m. ns 8 
Info 4, } ro § 
RMR TO Secretary of State 14 _ = ie 
oo + 
SS NO 376, January 12, 10 p.m. : ny aS 
: ; a 
SP \ af Wie. 
C SENT DEPARTMENT 3/76; REPEATED LNFORMATION J!DDA UNNU i 
W 


I FROM AMBASSADOR HEATH 


As Department aware, Zaaki Saad avd Anwar Ali of IMF bave for 
UMS: some weeks been studying finan -ial problems SAG and cndeavoring 
} persuade it adopt sound solutiors 


DCL In conversations with ARAMCO orficials (CONTEL 375), King told 
them he had determired or sharply reduced budget SR 1,275,000 ,000 
LCA instead of SR 2,000,600,000 ard tad instituted office of controller@ 
OCB his uncle HRH Musad Bin Abdul Rabtmano. Decision made despite ~ 
i 


Se 
mz 
S¥I1i - 
| °\v9 @gGiuns 7 


CIA appeals to King to postpone action until Crown Prince Faisal 
had returned Royal decision corsic: red triumph for fluent 
explanation and skillful diplomacy Zaaki Saad and Anwar Ali. p 


Il strongly recommend that Departme:rt get in touch at early date 
with Zaaki Saad, who returning LS by way of Egypt, and who repo d 
ready returnSaudi Arabia in three morths to check on progress 

new budget. 


{ 


~ 
me 
7 
‘{ ARAMCANS noted no renewed request tor loan of $80 to 100 milli 
‘Ai for stabilization fund and that Suru asked for tax assignments 
for only first two months of 1958 at rate of $18 million per 
month. New budget and possibly statement outstanding indebt ess 
internal and external will be made public. New budget will 
made retroactive to beginning current SAG fiscal year correspond- 
ing to Arabic calendar year which began in July. Thus govern- 
~ [mental departments and agencies will be obliged disgorge funds 
now held in excess of new allocations and/or ‘effect sharp economies” 
in expenditures during remainder fiscal year.. Defense budget said 
to constitute serious problem. ARAMCANS saidKing seemed more 
§ relaxed and more favorably disposed than in gome time, the result, 
the 
PERMANENT UNLESS “UNCLASSIFIED” 
RECORD COPY « This copy must be returnegégAM/R central files with ne rnin . 


SECRET 
-2- 376, January 12, 10 p.m., from Dhahran 


they believe, of relief that budgeting problem squarely faced 
and hard decision taken, 


I suggest Department consider recommending tu President that 
when budgeting plans published he incorporate in letter to Kinpy 
his congratulations on courage and statemanship of King in 
facing up to and taking firm decision on hard problems of sort 
with which he personally familiar. 


SCHWIN 


AAL: LOS- 2 i 


SECRET 
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SECRET 
38-D 
Action — 9509 / 
> ecad: January 17, 1958/ 
— FROM: Jidda Rae as 4:23 an oD 
Info Pp 021 5 0) 
RMR Secretary of State ; Veg ae < > 
NO: 666, January 16, 5 p.m. “Su, ae, - 
SS Haat % . oO 
G Beare {3 has 
SP SENT DEPARTMENT 666; REPEATED INFORMATION DHAHRAN 183. fe 
C — 
W DHAHRAN PASS GENERAL CLARK “oO 
Fe ’ 
INR On instruction Deputy Foreign Office, Shaikh Mohamed Massoud, “fp 
UOP called on me urgently today to inquire possihility of \ 
UMSA liberalizing terms repayment for military equipment purchased , \ © 
E from US by Saudi Arabia under Part II A of US-Saudi agreement 
IRC April 2, 1958. He stressed this inquiry made because Yasin's 
DCL awareness King's decision adhere to new austerity budget. 
Therefore in order implement austerity budget without too 
much reduction current defense expenditures and other financial 
OCB strain Yasin's hope is USG will agree to extend repayment 
CIA USG for purchases under April 2 agreement from 36 equal monthly 
OSD installments to 72 equal monthly installments. This means 
he explained, instead of repayment $10 million first year ae 
SAG would repay $5 million. Shaikh Mohamed insists SAG not A 
after gift but +ory extension time for repayment. I explained 
I would present this as yet informal request to Department 
with recommendation that we be empowered to negotiate to 
accept it. I have not had opportunity discuss with General 
Clark whether this affects implementation 1380 plan, but on 
assumption it does not, I recommend favorable consideration. 
Important because of need encouraging austerity budget and x 
because speed financial decisions now being taken, Department AQ 
reply soonest. The King's decision, on advice IMF to adopt Be gk 
austerity budget, was as courageous as it was unexpected and b® 
it should be encouraged. ; ae 
= =% 
This copy Pas }ecn designated HEATH Hoh 7 :' Ww 
the RECOM) (ui :. Lt must be - . 
VH:OES/10 returned to iut/R for filing. a = s \ 
ie 
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23 CONFIDENTIAL a 
—COMELDENTIAL. _ 88 
oN Control 9U48 = ay 8 
— Rec'd January 16, 1958 Eo 
” FROM: Dhahran 12:14 p.m. a 
nto C 
; my 
RMR TO secretary of State i ms = fy 
Pan "DW 
ee NO 365; Jaruary 16, 4 p.m. P fe io» 1 é 
ow = = OQ 
C - ae 
SP i <7 
‘é SENT DEPARTMENT 385, REPEATED INFORMATION JLDDA 312. m4 e by 
W 
I CONTEL 376 xj 
4 _ 
INR 7 > 
EUR SAG announced January 13 budget. for fiscal Hijrah year 13/77, n 
p which began July 1957, showing income SR 1,500,000,000, 
L expenditures SR 1,375,000,000, surplus SR 125,000,000, to be 
eT added general reserves and applied public debt. Main sources CO 
E income are oil royal:.y SR 375,000,000, income tax SR 666,000,000, “) 
TRi customs SR 126,000,0uuU, Saudi Airlines SR 32,U00,U0GU, SGQR and N 
DCL D:mmam port SR 36,000,000. Major expenditures include defense > 
and aviation SR 280,000,000, tribes and irregular forces SR , 
CA 192,000,000, communications SR 109,::100,000, education SR 87,000 ,000 5, 
OCy Interior Ministry SR 86,/00,000, mosques and capital improvements — 
USIA SR 76,000,000, emergency SR 75,000,U00, King and Royal family SR _ 
CIA 70,060,000, National Guard SR 60,000,000. 1 
osD nr 
ARMY According to knowledgeable sources UVhahran, estimates royalty,'¥ ) 
AIR income tax and railroad operating :cofit appears to be soundly.” 
NAVY based. Ministry allocations represent reductions as iar as “a 
known here. ny 
NIC ré 
=" 
Full text and schedu!. yllow by despatch. me 
Ambassador desires call attention ultin » paragraph refe, ences 
telegram. 
| SCHWINN | r 
' a 
BB: CV/1 UV) 
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SENT TO: Amembasay , JIDDA G9 f j st 
= RPTD INFO: Amconsul, DHAHRAN #7 ss (0 l- 


Onegin a im 
are Contels 376, ee 


Detailed info Saudi budget is appreciated. Dept has encouraged Saad. ki 


mission and recognizes courageous and firm action King Saud in sharply 
reducing expenditures and creating office controller. In view traditional! 
Saudi sensitivity re internal affairs, however, Dept apprehensive that 
any written USG comment might be viewed by King and advisors as outside 
proper scope normal diplomatic exchanges. Dept would prefer postpone 

any oral comment until we explore more fully possibility granting relief 
in payment for military equipment (Embtel 666). 
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Rec'd : a 22 
FROM: Jidda 


TO Secretary of State / 


ee 

NO: 685, January 22, 6 p.m. | 4 
| 5 = el 
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SENT DEPARTMENT 685, REPEATED INFORMATION DHAHRAN 189. ~ vy . 


DEPTEL 991, January 21, EMBTEL 666. 


In Riyadh January 21 Depkty Foreign Minister Yasin told 
General Taylor and me King had ordered defense budget cut 

to one-third of previous estimate for 1958. At same time 

King wanted present arms and training programs continued 

as scheduled and agreed to in April 2 notes. Defense Ministry 
had been allotted $59 million for arms from US in each of years 
1957 and 1958, but with new austerity budget now in effect, 
SAG would be strained to utmost to meet due payments for 

first $50 million arms order on 36 month basis. SAG there- 
fore wished USG consider sympathetically its request for 
extension existing credit to 72 months. 


Y explained King for prestige reasons did not. (repeat not) 
wish make personal request unless assured of favorable reply; 
meanwhile Defense Ministry holding up further orders pending 
ascertainment USG attitude. 


I said understopd King's viewpoint and that matter would be 
reported Depafttment. I reiterate previous recommendation 
payments be prolonged. 
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Text. of the Soyal Yeerce io. PO/5/1/3 of 4/0/1377 
(January 13, 1@58) concernin: the e untay's imide 


‘or the fiseal year 1377. 


Woe Giund Dirt stele aeinsy idm oF the kinyelot ot oludl aaabiin, Vi 
reveewed tore special glatenent of Tie revenue and tr expenditures: wl ti 
counbrey for tie Piseal year L377, amd in accordance witty dive rewolit ian 


othe Gounecil of Tinistersy, oe JOM of on fis) 77, concermiay thie Pride 
of 1377, and in conformity uith article 7; pawrayraph 1, en a TS aC | 


inisters' ursulations, uc arder the ollowiry-s 


le lo estimate tie revenue of the country durin, the fiseal year 
1377, at one thousand and five hundred million riyals in 
accordance with list oe 1 enclosed with this Decree. 


ve fo limit the expenditure of the country for tie fiseal year 
1377 at one thousand three hundred seveity-five million riyilsy 
in accordance with list ine ° enclosed with this Vecrec. 


\e To place the savings which amounted to one inndred twenty 
million riyals in the yveneral reserve Lo be a,propriated Yor 
setLtlin: the general debte 


ia Yo continue collectin the revenues in accordance with the 
re;ulations and instructions in force, ard to pay all re venue 
to the Saudi Arabian lionetary Apeney or its branches, in the 
account of the ilinistry of linance. 


° lo pay the expenditures in accordance with the budret and 
instructions relatinj;, to it, by the Sandi arabian “onetary, 
Agency in conformity with the resolutions passed by the 
Vouneil of iiinisters. 

\ie Any additional income and any amounts not used for the 
expenditures fixed for this budget should be transferred to 

the feneral reserve of the country. 

/e the Head of the Council of iainisters is to carry out this 
order and inform the econeerned authorities accordingly. 


itoyal vi,;mnature, 
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Duk DEPARKEIMENT oF STATE, WASEDING TON 
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ih wibassy Vespatch ijoe 15) of January 23, 1958. 
sERP? Seca Ditem J Al, 2, ) and 7e 


hs fl ep * Oh ?, Nip >. TROP E-% /69-10 Uk 4 


YS ip-cy, lwle, TP-3. RR. cals 


re i}® ‘ejort Submitted to the King. 












international lone bary und advisors 4aki Saad and Anwer Ali suum bbed their 
recomendations for fiscal reform to the hint on January 1), 1958, accorliny to 
tadio leccae Attributin;: the instability of the currency to the tondeney of Sand CO 
Arabia to spend in excess of income, the rv port urged stron, control im asures to 0) 
issure expenditures do not exceed revenue in the future and that rovision be made > 
for settlement of debts which have increased as a consequence of the oversis nding ¢ 
of the jovernment. f* 

Accorilins to the o:ficial povernment tadio iiecca, the {MK report silse =i 

wiested stabilization loans be secured from forei,m and local banks to assure = 

success of the following measures which Should be put into fore by bLhe jiovernmente Fl 





er ses ; es Nu 

le ixpenditures snould be within the ] mits of income, exvess NJ 
income to be reserve:| to sel.tle outstandin:: loans. (Pro- Oj 
vided for in new bud et. See Yespatch lio. ish, Jane | 3, 19%). O 


ee The regulations of the Saudi Arabian | one tary Arzency shold 
be amended to sive this enti ty more powers and a sreater 
independence. Further, the government and sovernnent apencies 
should not be permitted to borrow from the SAMA, (Provided 
for by toyal Decree. Sco “mbassy Despatch No. 138, Jan. 6, 1958) « 


Se «= te ulations coveriny activities of' hinistry of iinance repre 
sentatives attached to jovernment entities should be amended 
“) assure closer Supervision o ;rovernment, expenditures. 


SdH 


4e The SAMA should be orovided with foreiyn e.chan,w to stabilize 
the currency at the official rate as a prerequisite to the 
removal of currency and import controlse (See Embassy despatch 
NOs 132 of December D, 1957. It is understood bank loans to 


achieve stabilization are being, negotiated at this timee) 


'e Institute a new currency re;tulation so that the riyal is based 
upon the official rate of vold without amendin); the present 
official rate of 375 riyal equals {1.00. WO 9 = 


ss € 
adi eCcca,,; 
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The SAG budget for the year 1377 A.H. (July 28, 1957 through Julyg7, 1938) was 
published on January 13, 1958 and reproduced in referenced Consulate General despatch. 
It estimates revenues at SR 1,500 million ($400 million) and expenditures at SR 
1,375 million ($367 million). This is the first Saudi budget which clearly schedules 
a surplus. The SR 125 million ($33 million) to be saved during the year is to be 
allocated to the repayment of the public debt. 


Barly draft versions of the 1377 budget estimated expenditures at more than 
SR 2,000 million. These were reduced by a third as part of the belt-tightening pre- 
scribed by Ahmed Zaki Saad to alleviate the current financial crisis. Dr. Saad 
is a Governor of the International Bank for Reconstruction and Development, but 
was acting in a private capacity as financial advisor to His Majesty. The King 
himself is reportedly determined to enforce the budget and has approved various 
administrative controls to ensure adherence to it. One of these is the establish- 
ment of a more effective office to approve expenditures before they are made. The 
person in charge will be HRH Amir Musa'id ibn Abdul Rahman, a very able member of 
the Royal family. The budget thus has been promulgated under favorable circumstances 
and may prove to be one of the most important of all recent steps in the moderniza- 
tion of the Saudi Arab Government. 


8oG-c/Ol*Yv9EsE 


The stcingencies caused by the limitation of expenditures to one-third less 
than originally planned, and one-fifth less than the budget level of the last two U0 
years, will be compounded by the fact that the budget appeared after the year to ”) 
which it is to apply was half over. One of Dr. Saad's most difficult tasks was 
that of obtaining agreement to the retroactive application of the reduced budget to 
the beginning of the current Arabic year. He did obtain such agreement (at least 
temporarily) and therefore ministries which already have spent substantial sums 
may have to get along with little or nothing for the rest of the year. 


Both the receipts and the expenditures parts of the budget are expressed in 
gross figures. For example, the budget shows an estimated income of SR 32 million 
from Saudi Airlines and an expenditure on Saudi Airlimes of SR 27 million. Thus 
on the basis of Government estimates the net income from Saudi-Airlines would be 
SR 5 million. Similarly, the gross revenue expected from the ad and Dammam 
Port is SR 36 million; operating expenses on the order of SR — lion are to be 
met from the budget of the Ministry of Commnications. 
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Ninety-one percent of budgeted revenue is to come from oil, income tax 
and customs, as shown in Table I, 


TABLE: I 


SAG ESTIMATE OF REVENUE FOR THE YEA 1 





Amount Percentages 
(In Millions of SR) 
Oil Revenue 375 25 
Income Tax 866 58 
Customs 126 8 
All Other Sources of Revenue 133 9 
WeEad van ode wbh, oee Kaw Rae wer 1,500 100 


The figure captioned "Oil Revenue" appears to refer to royalty and rental] 
payments. If we include the payment that 5AG anticipates from the Japanese 
oil company the Saudi Government estimate appears soundly based. (Table I1) 


TABLE I1 


ESTIMATED GROSS SAG OLL REVENUE, 1377 


Locally Estimated Revenue SAG Budget 
Gross Aramco Oil Royalty $ 89,818,929 
Getty Oil Royalty 8,298,125 
Japanese Payment 1,500,000 
TOGAL: sass eee ole, eae, wore $ 99,617,054 
Total (romided).s sac ccs $100 Million 
otal (rounded) in .. ... SR 375 Million SK 375 Million 


The budget reference to "income tax" presumably includes not only the Aramco 
corporate payment, but also the taxes of foreign individuals and of other foreign 
firms throughout the Kingdom. Calculations based on obligations lead to an es- 
timate of the taxes paid for or through Aramco 9% below the total income tax 
estimate of the Saudi Arab Government. This difference amounts to $20 million, 
which may be the amount at which SAG estimates income tax revenue from other 
foreign companies and foreign employees in Arabia. It is difficult to account 
for additional income of this magnitude. 


In view of the atmosphere of good sense and logic in which the budget was 
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prepared and published, it seems unlikely that revenues were estimated on the 
basis of obligations rather than on that of cash in hand. If SAG did use a cash 
basis, it probably assumed future tax assignments for which Aramco is not believed 
to have received a request to date. The sum of the tax assignments possible 
against unassigned 1957 and 1958 taxes through June 1958, the last full month in 
1377, would be just about sufficient to provide SAG with the income tax revenue 
stated in the budget. The arithmetic of the income tax calculations possible at 
the present time is shown in the following table. 


TABLE III 
ESTIMATED SAG INCOME TAX REVENUE, 1377 ' 


SAG Estimate of 


Estimate of Payments through Aramco all Tax Revenue 
Obligations Payments 
Aramco Tax $ 207,440,878 $ 85,965,231 
Personal Taxes paid 
through Aramco 3,400 , O00 3,400 , OOO 


Corporate Tax of Aramco's 
service organizations 280, O00 280 , O00 


Tax assignments made in 
1377 to date 4,5 ,000 , 9000 


Assignment from pro- 
duction of January 


and February 1958 28 , 000, 000 


Total $ 211,120,878 $ 162,645,231 
Total (rounded ) $ 211 Million $ 163 Million 
Total (rounded) in SR 791 Million SR 611 Million SR 866 Million 


The SAG estimate of Customs receipts seems reasonable on the basis of the 
volume of imports during the first four months of 1377. If the flow of imports 
decreases throughout the remainder of 1377, which is quite possible, Customs 
collections may fall below the level anticipated. Table IV shows the relation- 
ship between the level of imports and the revenue from Customs duties as 
reflected in Saudi Government records. 
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TABLE IV 


THE RELATION BETWEEN IMPORTS AND 
CUSTOMS RECEIPTS IN SAUDI ARABIA 


(SAG Statistics) 


Customs Receipts 


Hijrah Year Value of Imports Customs Receipts as_& of Imports 
In Millions of Sk) In Millions of Sk) 
1374 559 80 14 
1375 821 110 13 
1376 839 110 13 
1377 950% 126 13 


*#Based on data for the first four months of 1377. 

Turning, to other sources of revenue, the estimate in the SAG budget shows 
several substantial changes from the figures in the previous budget. Comments on 
these changes follow Table V. 

TABLE V 


COMPARISON OF SELICTED PORTIONS OF SAG BUDGETS 


Revenues 1375/76 1: & Change 
In Millions of SR (In Millions of SR) 


(1) SG.R Rs 27.0 36.0 + 33 
(2) Posts, Telephones 

and Telegraphs Zea 655 - 70 
(3) Deductions for Pensions 3.0 10.0 $233 
(4) Miscellaneous 41.5 21.2 - 49 
(5) From general reserves 330.0 0 - 99 
(1) The actual gross revenue of the Saudi Government Railroad in 1376 (not 


the budgeted revenue) was SR 36 million, Since this is the figure used in the 
1377 budget it would seem realistic, except that the Railroad has been ordered to 
cut operating expenses. To reduce expenses and in view of a steady deterioration 
of maintenance, SGRR expects to decrease service and therefore gross income also 
may be reduced. 


(2) Revenue from postal, telephone and telegraph service must be increasing 
greatly because of increased telecommunications within the Kingdom and with other 
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countries. Perhaps the figure for 1375/76 was incorrect. i comparison with 
1374 (SR 4.9 million) SR 6.5 million for 1377 seems plausible. 


(3) As the Government grows, pension deductions undoubtedly increase. The 
direction of this change is reasonable. According to SAG pension reyulations, 
tlie bulk of pension deductions from employees' salaries should be at the rate of 
9. A yearly contribution of SR 10 million therefore would indicate the annual 
cost of Civil Service salaries to be on the order of SR 111 million - 7.5% of 
budgeted income. 


(4) The meanings of these entries is not known to the Consulate ‘ioneral. 


(5) Several ministries ended 1376 with unspent balances in their accounts. 
Perhaps the 1377 figure of SR 2 million refers to these sums. The entry for 
1375/76, SR 330 million, is a pure fantasy. There were no such revenues. Inso- 
far as the figure had any meaning, it referred to funds to be borrowed in one 
way or another. 


Income from the Zakah is almost negigible, amounting to only about one- 
tenth of one percent of total revenue. 


EXPENDITURES 


Total expenditures are to be 21.44 less than they were to have been in 
1375/76. The sum to be saved is substantial: SR 375 million, or $100 million. 
The highest single appropriation continues to be that for the Department of 
Defense, 22.5% of total allocations. Most activities are to spend less in 
1377 than they were to have been allotted in the 1375/76 budget. Exceptions are 
the Royal Family (expenditures to be increased 24%), the Ministry of Education 
(up 7%) and the Chief Court and Religious Institutions (up 13%). 


The 1377 budget is more detailed than previous budgets, especially on the 
expenditures side. This makes comparison with previous years difficult. For 
example, the Labor Department has existed for several years, but this is the 
first time that it has been mentioned in the budget. The same is true of 
Broadcasting, Press and Publications. Several of the expenditures listed in 
this budget probably were covered in the past by the Department of Defense. 
Other expenditures in the past probably were met by the Royal appropriation. 
These speculations are not subject to verification. In Enclosure 1, Comparison 
of SAG Budgets, these expenditures all are included in "Miscellaneous", which 
accounts for the size of that entry. 


The various sums directly or indirectly allocated to His Majesty the 
King are listed in Table VI. They amount to 35 per cent of the entire budget. 
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TABLE VI 


BUDGETED EXPENDITURES WHICH MAY BE CONTROLLED BY THE KING 


Appropriation for His Majesty The King SK 70,000, 000 
The Royal Cabinet Budget 8,000, OOO 
Royal Guard 16,000,000 
National Guard 60,000 , 000 
Allocations for Tribes and Mujahidin 192,000, 000 
Royal Guests and Public Expenses 30 000 , OOO 
Intelligence 5,000 , O00 
Schools, Orphanages and Old People 7,330,000 
Miscellaneous Expenditures 23,500,000 
Emergency Expenditures 75 4000 , 000 

TOCA ver. tel ator aederac he ais arse Sk 486,830,000 


The 1377 budget contains an allocation of 5k 76 million for public works. 
This is considerably below previous budget figures of SR 176 million (1374) and 
SR 218 million (1375/76). Moreover, the Minister of Finance stated a little 
more than a year ago that SAG in reality spent 5k 500 million on development 
projects in 1375 and would spend SR 460 million in 1376. It therefore appears 
that the Government's austerity program is to involve a considerable cut—back 
in development work. A significant drop in construction activity might bring 
the Saudi Arab Government another economic problem -- that of unemployment. 


FOR THI, CONSUL GENERAL? 


e 
Carsten lL). Muller 
American Vice Consul 


Enel./, Nv 
1. Comparison of SAG Budgets, 


1374, 1375/76 and 1377 


cc: Amembassy, JIDDA 


CONFIDENTIAL 


t+ 


CONFIDENTIAL 


(Classification) 








COMPARISON OF SAG BUDGETS, 13 
1374 
REVENUES SR & 
1. Income Tax and /akah 697,400 Su.5 
2. O11 Exploitation 27h 5374 20.2 
3. Customs 80,000 6.0 
4. Stamps, Permits & Charges 25,986 129 
5. Railroad 27,600 2.0 
6. Airlines 25,000 1.8 
7. Telegraph, Post & Telephrs 4,900 O44 
8, Deductions for Pension 3,000 0.2 
9. Miscellaneous 4,750 OA 
10. From General Reserve 211,990 15.6 
Total Receipts 1,355,000 100.0 
EXPEND ITURES 
1. Appropriations for H.M. 
The King and the Royal 
Family hh, 533 3.3 
2. H.M's Cabinet « Cabinet of 
the Council of Ministers 10,488 0.8 
3. Ministry of Foreign Affairs 21,000 had 
4. Ministry of Interior and 
Public Security 74,961 5.5 
5. Ministry of Defense and 
Aviation Ah ,952 32.8 
6. Ministry of Communications 124,291 902 
7. Ministry of Education 5,157 4.1 
8. Ministry of Agriculture 15,931 LZ 
9. Ministry of Health 395549 2.9 
10, Ministry of Finance and 
National Economy 33,821 205 
li. Ministry of Commerce 2,824 0.2 
12. Chief Court & Religious 
Institutions 26,586 2.0 
13. Bedouin, Municipal & Charitible 
Aids, and Contributions 61,549 4.5 
14. Public Works 176,200 13.0 
15. Debts from previous year 128,484 9.5 
16. Miscellaneous 94 674 7.0 
Total Expenditures 1,355,000 100.0 
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6 AND 1377 
13 1376 - 1377 
SR % xR _s 
727 OOO HS ad 86'71y600 57.8 
300 , O00 8.6 375 yOOO 25.0 
110,000 6.8 126,000 8.4 
19,505 12 23,667 Lieb 
27 3000 Ley 36,000 2.4 
30,000 1.9 32,000 Jak 
22,000 1.4 6,500 OA 
3,000 0.2 10,000 O.7 
41,495 2.6 Zhgeas Lek 
330,000 20.4 2,000 Oi. 
1,610,000 100.0 1,500,000 100.0 
56,589 re 70, 000 Ded 
20,800 Le. 17,170 ae 
26,704 1.5 20 , O00 16 3 
120, 869 6.9 86 , 700 653 
594,791 34.0 310,000 22.5 
185 , 328 10.6 1.09 , 600 8.0 
81,377 47 87,000 6.3 
32,300 1.8 21,000 Led 
67, LAA 3.8 44,700 303 
49,285 2.8 $5;00 25 
3,034 0.2 3,000 0.2 
35,088 2.0 39,500 2.9 
74 410 43 25 5330 1.8 
218,348 12.5 76,000 55 
122,852 7.0 - - 
61,081 325 430,000 31.4 
1 100.0 1,375,000 100.0 


0,000 
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The Consulate transmits herewith six copies of the annual report for 
1957 of the National Bank of Kuwait. A review of this Bank's operations 
was contained in Section IV of the Economic Summary for 1957 (Candes 227, 


February 1), which drew heavily on the enclosed report. 


“Tt 
alcott W. See 


American Consul 


Encl:*’6 copies of National Bank of Kuwait Report. 
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CONFIDENTIAL 


DEPARTMENT OF STA: 5 


Memorandum of Conversation 


REVISION 
DATE: February 6, 1958 


SUBJECT Saudi Financial Problems 


PARTICIPANTS: Mr, James T. Duce, Vice President, Aramco 
Mr. James Knight, Aramco, Washington Office 


David D. Newsom, NE 
William D. Brewer, NE 


COPIES TO: 


ioe 

NEA(1cc), NE{2cc), NE/E(1cc), E(lcc), FSD(1cc), ICA(lec), Jidda(lec), G: 
Dhahran (1cc) 0 
D: 


Mr. Duce called at his request on February 6, He began by saying Q: 
that, while it was too early to be certain how effective current Saudi (6)! 
efforts at budgetary reform would be, the temporary settlement of the CO 
riyal problem brought about the King's economy measures had removed 
yn an immediate problem, Mr. Knight noted that King Saud had reportedly 
overruled members of the Council of Ministers on several points in 
accepting the proposals of the IMF team composed of Zaki Saad and Anwar 
‘ . Ali. He commented, however, that the estimate for oil revenues in the 
\ 6 ’ new Saudi budget might be high and that $85 million in tax assignments 
i already made by the Government had not been taken into account. Anwar 
1 Y Ali had opined to Mr. Knight that the U.S. should make some gesture to |, 
4 show our interest in assisting in the resolution of the present financial® 
difficulties. Anwar Ali had specifically referred to the possibility 
that surplus wheat might be made available, 






NS 

\ Mr. Newsom explained the provisions of PL 80. He said that this qiag- ° 

\ tion had been examined but that we had not found needs which we could A 

ys 1 supply from our surpluses. The legal provisions that normal markets sh b 

\9) not be disrupted was also a problem, Mr. Duce remarked that the Middle . 

J Kast Relief organization under Me. George Barakat had shipped quantities “ 

\\" of surplus wheat to Saudi Arabba, However, he counselled caution for ~ Q 

\ * the present, be 
sane \ 
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the present, noting that local currency which PL 80 could generate 
would no doubt be useful in the future in such public works projects 
as the Dammam Port. Mr. Newsom pointed out, however, that, as he 
understood it, under PL 480 it would be necessary to develop new 
markets for surplus products and this would make it necessary in some 
way to advise Saudi Arabia on how to increase the local consumption 
of food products, This might prove to be difficult in a country such 
as Saudi Arabia where there is an acute sensitivity over sovereignty. 


Mr. Knight noted that the Saudis had not asked Aramco for a $27 
million loan, thoygh the company had expected this. Apparently Saad 
and Ali had advised the Saudi Government to pay off the entire Joan made 
by Aramco at the time of the Suez crisis before asking for another from 
the company. Mr. Duce explained the background of his discussions with 
Mr. Black, President of the IBRD, on the possibility of obtaining a $100 
million loan with which to set up a riyal stabilization fund. Mr. Newsom 
said that he understood that Saad and Ali had concluded that such a fund 
was unnecessary. Mr. Knight said he understood that the reorganization 
of SAMA, to make it more independent of the Minister of Finance, and the 
reduction of governmental expenditures had been the two most promising 
results of the IMF team's visit. He noted that Saad had promised to 
return to Saudi Arabia in the spring, but Mr. Duce opined that Saad might 
have difficulty in being re-elected to the IMF Board of Governors in 
March because of Egyptian opposition, 
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Suwiec| Government of Bahrein Budget for 1958 








Undlng et CPP e 
Fnclosure one to this despatch reproauces the itehrein Government Budget for 
1958. 


This budget shows total estimated revenues for 1958 in the amount of hupees 
52,930,000 ($11,119,748), representing an increase of 10.25 million rupees over 
last year's budget. Hupees 7.3 millions is the anticipated increase from oil 
revenues. Various other small items make up the remainder of the expected increase. 
The only decrease is anticipated in the Customs Department revenues. This is trace- 
able to the loss of revenue from the 2 per cent transit dues formerly levied upon 
goods passing through Bahrein and which dues were renounced as of January list of 
this year when Bahrein declared a free transit zone. Some compensating revenue 
will be generated, it is hoped, through the effects of a new, slightly higher, 
schedule of customs area handling fees and charges as well as through a greater 
use of Bahrein facilities by shippers. The net loss of customs revenues in the 
next year is calculated to be 1 million rupees. 


The planned expenditures of the Bahrein Government equal its anticipated 
revenues. 


About 56.5% of the Bahrein Government expenditures, Rupees 29.9 millions 
(46,281,513) will be spent on the recurrent account. of the recurrent budget, 
24.4%, or some Rupees 7.3 millions focated to the Bahrein state medical services, 
an increase of almost 2 million rupees over the 1957 budget. The recent opening of’ 
a maternity wing to the New Women's Hospital at Manama has led to a larjye increase 
of medical staff. A substantial increase, amounting to Rupees 1.5 million over 
1957, brings the expenditure of the educational services to Rupees 7 million, or 
23.4% of the recurrent budget. 25.4% of the recurrent expenditures, Rupees 7.6 
millions, will go to the police and other forms of public protection, represent- 
ing an increase of Rupees .5 million over the 1957 figure. The remaining 27% 
of the recurrent budget will be distributed none Nee other smaller depart- 
ments and the municipalities. Some of these item igure Tor the first time in 
the Bahrein budget, being newly formed. Such is the case of the Depaptment of 
Rural Affairs (village improvement) and the Social Welfare Department gs 


for the Municipalities of Sitra and Jidhafa.; ; fhe formerly pather eo 
con s t w 






Labor Department emerges with a large increase commensurate with i 
bilities under the newly promulgated Bahrein Labor Law. 
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The capital or non-recurring, buuget has been increased hupees 4.5 millions 
over 194/ to reach the figure of hupees 23 millions, ($4,831,933). The largest 
capital item, lupees 1°.2 millions, goes toward the construction of the deep- 
water pier near Sitra. Preliminary dredging and other work associdted with this 
project. cost Impees 6.7 millions in 1957. This pier project is criticized by 
some officials on Hahrein. Une group of critics deplores the spending, of so 
large an amount. on what they consider will be an inadequate facility from the 
point of design. The other major criticism heard is that @ project of this size 
should be financed through a long term loan; financing it on a 'pay as you go! 
basis is said to have delayeu other projects and works of maintenance as well 
as forcing @ smaller amount to be allotted the recurrent budget at a time when 
the Ruler of Bahrein should be demonstrating his willingness to provide the 
Bahreinis with a more ample range of state services. The provision of a water 
supply to the inhabitants of Muharrag and Hiffaa, in this budget, is offered as the 
type of improvement that is long overdue. 


On balance the enclosed budget is, however, a demonstration of the efforts 
made by the Ruler of Bahrein, his advisors, and the British to further the 
evolution of a modern state on Bahrein assisted by an ample but not huge income 
from oi] operations. 


Uk TH, CONSUL GENERAL: 


Enel. i rg, Hele; 


Carsten D. Muller 
Bahrein 1958 Hudget American Vice Consul 
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GOVIERNMENT OF BAHRAIN. 


Oil Receipts 


Customs Receipts 


Duty & Import Yards 
Miscellaneous 


Land Revenue 
Fees from Sale Registration 
Sale of Government Lands. 


Rent of Government Lands & 
Aerodromes, 


Police Keceipts 


Car Tax « Driving Licences 
Passport & Inmigration 


Judicial Receipts: 
Court Fees « Fines 
Post. Office Receipts 
Oil Inspection Fees 
Medical Receipts 


Public Works Department 


Rent of Government Shops & 
Buildings & Bridge Tolls. 


Miscellaneous Keceipts 


Interest on Reserve 
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BUDGET 1958. 


iV ENUE 


9,950,000 
20 O00 


200,000 
120,000 


40 O00 


330, 000 
82,000 
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1 


ks. 


Rs, 


22 


37,333,900 


10,000,000 


360,000 


412, 000 


100,000 
100, 000 
125,000 


320,000 


4,00 , 000 
30 , 000 


0,000 
525930 ,000 
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KXPEND ITURE 

1, State Department. 

Secretariat Rs. 294,000 

Finance 278,000 

Audit 125 ,000 

Customs 1,780,000 

New Port 64 , O00 

Land Registration 252,000 

Labour Exchange 102,000 

Public Relations & Hroadcast ing 375,000 

Post Office 143,000 

Transport 350 , OOO 3,763,000 
>. Judicial Departments 

Minors Estates 50,000 

Awqaf 133,000 

Law Courts 516,000 

»nhara Courts 137,000 836,000 
3. Public Protection 

Police 6,663,000 

Naturs 845,000 

Jails ; 72,900 7,580, 000 
4. Education 

Boys Schools 5 ,OL0, 000 

Higher Education Abroad 300 , O00 

Girls Ss neois 1,645,000 

Kela,ious  ‘hools 40,000 7,025,000 
5. Medical Services 

Hospitals & Dispensaries 6,540, 000 

Health & Quarantine 760,000 7,300,000 
6. Grant to Municipalities 

Manama 250,000 

Muharraq & Hedd 300 , O00 

Rifaa 100 , 000 

Sitra 50,000 

Jidhafs 50 000 750,000 


27, 254,000 
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Brought Forward 


7. Qil Inspection Department. 
8. Agriculture 

9. Unforseen 

10. Village Improvement 

ll. Social Welfare Department 
le. Trade & Patent Registry 


13. Public Works Department 


tistablishment 
Mtce. Roads & Drains 
Repairs to Gov't. Buildings 


its. 600,000 
650,000 
225,000 


Rs. 


CAPITAL EXPENDITURE. 


New Harbour 
Deep Water Pier 
Causeway 
Khor Kilayaa Marking, 


Rifaa Water Scheme 


Muharrag Water Supply Scheme 
Sh. Hamed Bridge Rehabilitation 
Blectric Supply Department 


Balance c/o Turbine Engines 
New Works 


(As per list) 


11,000, 000 
800 , C00 
4,00, 000 


Rs, 


UNCLASSIFIED 


27 5254, 000 
90, 000 
360, 000 
350,000 
250,000 
L00 , OOO 


$4, ,000 


1,475,000 
29,913,000 


12,200,000 
500, 000 
800 , O00 


500,000 


2,700, 000 


6 317,000 


5a, 930,000 
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P.W.D. Budget '58 
New Works 


Medical Section 


Completion of New Womens' Hospital Rs. 3,000,000 
Completion of East Rifaa Hospital, 

Dispensary & Nurses Quarters 150,000 
Re-roofing Naim Women Hospital 50,000 
Sanitary & Anti Malaria Depot at 

Muharragqg 10,000 
New Dispensary Aali Village 30,000 
Two additional bathrooms in Nursing 

Sisters' Quarters. 9 ,O00 
New Town Drains (Manama) 250,000 


Education Section 


10 additional Classes in Village Boys 


Schools 160,000 
New Village School (Bu-Saibaa) 80,000 
Additions in Arad & Hidd Schools. 15,000 
Additions & Alterations Girls Schools. 80, 000 
New Building Education Offices 200,000 


Police Section 


Completion of Jidda Island Additions 42,000 
Completion of Police Barracks 25,000 
East Rifaa Police Station 70,000 
Construction of one Barrack Block at the 

Fort. 160, 000 
Extension to complete East Rifaa Police 

Station. 50,000 
Extension to Khamis Police Station. 60, 000 


Miscellaneous Items 


(a) Construction of first floor storey 


above Traffic Office 35,000 
(b) Additional Offices Headquarters 40,000 
(c) Conversion of one barrack room into 

Office. 12,000 
(d) Extension Office & Sick Bay Fort 

Clinic. 26 ,000 
(e) Conversion to Canteen. 8,500 
(f) Extension Bungalow Blocks Married 

Quarters. 15,000 
(g) Construction of one Block of Lavatories 

& Ablutions 27,000 
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3,499,000 


935,000 


570 5500 
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Brought Forward, 570,500 
(h) Additional Garage Rs. 6,500 
(i) Additions to Budaiya lolice 
Station. 4 O00 
(j) Construction of Mosque inside 
Police Compound. 15,000 189,000 596 , OO 


Customs Section 


Area Reclamation 250,000 

Construction of New Sheds. 600,000 850,000 
P.W.U. Office Rehabilitation ‘ 100,000 
Completion of lwuse for State kngineer. 100 ,000 
Completion of House for the Secretary. 190,000 
Méharraq Public Garden. 40,000 
Pilgrim Accommodation at Muharraq Air Port. 50,000 
Tractor Garaye Budaiya Garage 7,000 
New Roads. 350,000 


Rs. 6,317,000 
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NO: 492, March 6, 4 p.m Et 
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G fe 
= SENT JIDDA 362, REPEATED INFORMATION DEPARTMENT 492. Ge 
il Gildea of SGRR og ages 4 concern bordering on alarm over finances 
tt SGRR, especially in dollar account. About $56,000 monthly, 
ee (Mijrah) needed meet dollar, Lebanese pound, lira, etc., payrojll © 
obligations. Last non-riyal payroll only mat by reducing O 
E reserve account, normally used for sending trainees to US 
REP and special purchases, to $169. SAG subsequently resto:: J half > 
re this amount. Thus, as of now, next non-riyal payroll obligation 1 
DCL only half covered and obligation represents only half of pay oO 
as all SGRR employees regularly requjred accept half wages in , 
OCB 
riyals. WN 
USIA 1 
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Action Control: 18757 r a 
Rec'd: March 29, 1958.7, £° 
he one FROM Jidda 5:44 a.m. a 
nfo " 
RMR TO: Secretary of State e 
Ss NO: 981, March 28, 2 p.m. A 
G 7 
SP 6 Ey 
Cc SENT DEPARTMENT 981, REPEATED INFORMATION AMMAN 65, gc 20, 2 
W BAGHDAD 55, BEIRUT 129, CAIRO 123, LONDON 66, DHAHRAN 234. 
L 
INR In course visit Riyadh March 25-26 Stoltzfus saw Zaki Saad 
H IMF advisor King Saud. Saad expressed view Saudi economic 
EUR situation would improve; main hope was fact King wished OO 
UOP cooperate in economy measures, particularly re palace com- © 
WMSC plex which King had admitted was too large and expensive. > 
E Saad said since SAG now entering last quarter fiscal year, . 
IRC and King did not wish discharge large number palace staff _ 
DCL immediately, improvement should be expected come slowly. oO 
Ss 
ICA Saad said main problem weakness of riyal for which it was N 
OCB important develop gold backing; profligate spending of ny 
CIA princes, main criticism heard re royal family, was exagger- oo 
OSD ated and in any event not of major consideration in present Ol 
ARMY financial picture. Also said Prince Musaad (King's uncle) 00 
NAVY of whom he had high opinion would be Comptroller General of 
AIR Finande. 
Saad said Anwar Ali new head SAMA would be arriving shortly 
and expected remain Saudi Arabia six months. 
HEATH s 
a 
VH: HC/8 | oh 
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Jiddats 981, ye" 





Azzam Pasha suggesting to Zaki Saad that he be in touch with 


F 


Ambassador Heath with particular reference his findings re measures 
needed to stabilize riyal. Should Saad approach Ambassador, may 
inform him US interested in problem and would be pleased have his 
comments and suggestions for further consideration in Washington. 
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Action Control 4740 F AN 
NEA . Rec'd) April 8 1958, 
FROM.) Jidda 4:21 pom. , - 
Info [ust 
) Secr ar : S c » b 
RMR TC secretary of tate | 7 one 
NO O21, April 8, 5 p.m. Ke 
i \ NE 
G \ 
SP ” ™ 
; NIACT 
9 SENT DEPARTMENT 1021; REPEATED INFORMATION AMMAN 69, BEIRUT 
INR BAGHDAD 59, CAIRO 129, DAMASCUS 64, LONDON 69, DHAHRAN 239. 
shit At meeting in Riyadh April 6 Stoltzfus received following 


information believed authentic: 


1, Prince Faisal making thorough investigation military 


expenditures, including finances Ministry of Defense; Prince 


Fahd will remain as Ministry Defense. 


2. No Iragi military mission has visited Saudi Arabia nor 
{1s one expected. (Later Shaikh Yusuf Yasin told Stoltzfus 


Iraqi pilgrimage mission had come, one member which was Iraqi 


military officer, to inspect over land route Iraqi cities 
to Mecca and Medina; finally decided on route via Kuwait). 


3 Surur to remain as Ministry Finance; "he will be asked 
some questions when he returns from leave''. (Later Deputy 
Minister Finance Abdullah Bin Adwan said Surur expected 


‘soreturn to Saudi Arabia in month to six weeks). 
+ King contemplating no trips outside Saudi Arabia for 


A resent. 


rince Faisal and any way best await answer from Washington 
o latest Saudi proposals (EMBTEL 998). 


" 
q 


4, ource said Damluji in Riyadh but professed have no idea 
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ye 


dit 


ource said he had thought it unwise raise Dammam port project 
ith King; this matter as well all SAG business now in hands 
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SECRET 
-2- 1021, April 8, 5 p.m. from Jidda 


purpose of visit. (See subsequent telegram for Yasin's 
explanation Damluji visit). 


MESSAGE UNSIGNED 
AAL: GEV/8 


Note: Advance copy Mr. Brewer (ME) 5:45 p.m., 4-8-58; CWO-JRL. 
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Rec'd April 0, 195 as 
NEA FROM: Jidda 9:58 a.m. y oF 
Cc Om 
RMR TO Secretary of State Ae . + 
NO: 1028, April 10, 1 p.m. (| : v5) ie ee 
Ss i] 7 : Fy 
Ge - - 
SP DEPTEL 1387 and 1426 aes be 
C a 
W Embassy economic officer Taomey discussed financial situation 
L with Zaki Saad yesterday, Azzam's statements to Department on 
INR economic difficulties SAG made on own initiative without in- 
WMS C structions his government on basis informal conversations with 
E Saad Washingt.on According Saad, Azzam summoned home for 
DELC consultation as not qualified present fa facts _financlal Binuatdon 
ICAS spa S 0) 
OSD l. Austerity budget objectives unattainable present fiscal md 
period due heavy expenditures first. five months year prior ° 
establishment. revised budget. Saad has high hopes success oa 
next. budget now in pre tale one wndeh foresees lower SAG oil O 
income due world-wide Wie erie ce deci “King and Faisal have ~ 
accepted separation “expenditures. aie family from general + 
budget and agreed adopt strict accounting procedures, Saad laf 
emphasized constant checking implementation budget essential] oO 
by International Bank of fictals. a 
00 
2. Saad criticized ARAMCO representatives as lacking under 
standing Arab mind. He claimed ARAMCO emphasized narrow 
legal approach complicated by extraneous demands for trading 
companies and "was not interested in stabilizing currency.'' 
In_long run Saad felt this .-ARAMCO concern which protection 
| tnmediace profits would prove detrimental ARAMCO' s future; h 
7 ; hoped ARAMCO would adogt more ‘conciliatory policy. Saad's - 
\contentions i@# in strong contrast to recently expressed ARAM 
q optimiem about trend of relationa with Faisal and BAG: ~ 
2 
i 3. Saad hepes discuss debt consolidation with Eugene Black a: 
of LBRD. Expressed hope US Government would support any sad 
; request this matter. 
Correction mide 4, Saad and 
PERMANENT a | UNLESS “UNCLASSIFIEL 
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Fs 1028, April 10, 1 p.m., from Jidda 

4. Saad and Anwar Ali planning royal stabilization linked next 
budget providing surplus for debt retirement and reconstitution 
reserves, possibly with help of IRBD stabilization loan. Hopes 
US Government would support request. Saad now reporting directly 
Prince Faisal but also keeping King personally informed all 
developments. 


5. SAG preparing response US Government land-lease silver re- 
payments question admitting obligation but requesting additional 
delays. 

6. PL 480 development discussed EMBTEL 1023. 


Embassy views military planning as related financial situation 
follows in separate communication. 
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Memorandum of Conversation 
DATE: April 1], 1958 
SUBJECT: audi Financial |osition 
NtA - Mr. hourntree 
PARTICIPANTS: [MF - Mr. Southard ry 
Treasury - Mr. Schaffner eo 
Treasury - Mr. Coughran 5a 
NE - Mr. Newsom c 
Niw/K - Mr. Bevilacqua 


COPIES TO: NMAC Pec), Ne(lec), NE/EE 2@ce), INic( 2ec) 


Messrs. Southard, Cchaffner and Coughran called on Mr. Kountree 
to exchange impressions and views relative to the Sandi financial 
situation particularly as described by Azzam Pasha, personal repre- 
sentative of Ii” King Saud, in his recent contacts with ISG officials 
and by Zaki Saad, IMF official and financial adviser to SA’, who 
currently is in Saudi Arabia constructing a bude: 1 and effecting 
sone fiscal reforms. 


gcilt-r/ol vege 


Mr. hountree reviewed Azzam Pasha's activities of the vast few 
weeks caying that he, Azzam, had visited the Secretary, Mr. Allen 
Dulles and officers of the Department to discuss Saudi Arabia's 

\ deteriorating financial position and to suggest measures which 
the U.S. might take to help the situation. Measures sugpested 
rhe” by Azzam were: 1) initiation of a PL 180 vrogram to supply sur- 


) plus food (rice, sugar, wheat and butter) to insure adequate 
\\" 8) supplies for the impending pilgrimage period, 2) assistance in 
fi establishing a stabilization fund, 3) postponement of the date for 
Ay return of lend-leased silver, and ],) extension of payments for 
\, 2 military equipment over a longer period of time. He said that, 
: \y regarding a PL 80 program, we were prepared to consider one 
\o [ quickly and had diverted Mr. Ctreet, FAS, from a planned itinerary 4 
2 elsewhere to the Embassy at Jidda to discuss the possibility. 


However, when the matter was brought up by the Fmbassy at Jidda 






& 
‘~\ 

ae Saudi me S 
= a, | t 
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i 
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the suudi officials claimed there was no need for a spacial food 
prop ru and Azzan had no authority to request consiveration of 
one. (Azzam had said that be was speaking with full porission 

of the ning). The officials also told the “mbassy that Azzam hac 
been recal!ad to saudi Arabia for consultations. ‘Althouvh Saudi 
rejection of a t'L 80 propran. appeared to ve daefinite for the 
woment, we have advised our “,wassy that we will be prepared t 
consider sone aid if SAG shoula request it in the future. 

re Southard noted that a PL )%O program, even thoy}! small, would 
ve of soue help in bolsteriny, Saudi credit rating--a conaition whic 
~ovld be important in any Savai request for a stabilization loan. 

, 

Un the subject of lend-1 Silver |r. .ewsom saiu that a 
recent telegram from tobassy/Jidcda indicated that Saad would favor 
SAG ecknowledginy the silver debt. !.r. Southard and the Treasury 
officials agreed that tlis, too, would be helpiul to the Sandi 
credit ratinge 





.re nOuntree said that, in resronse to Azzam's question about 
Lhe possibility of deferrin, payments for military equinment, he 
vointed out dif iculties in accomplishing: this because of con- 
jressional reqvirements and ||. 2. reluctance to create e precedent. 
.) said also that azzan ac believed the lend-leased silver would 
not have to be repaid. 22am, however, was set strai, ht on that 
question anu tolu that there was iswuediate neea for Saudi Arabia 
Lo a) ree on a method ol repayment. 


[t was noted that “aki Saac was currently in vLaudi Arabia to 
examine the ;eneral financial position and to construct a buapyet 
fitted to the realities of that position. =r. Newsom pointed out 
that Saad lad produced a buc; et but a recent messa;e from our 
mbassy disclosed that five months of the fiscal year had already 
vassed before the budget was drawn up anda expenditures tied probably 
alrnady reached the limits prescribed in the budget. It was 
doubtful, therefore, that such fiscal reform measures as were being 
taken would have any bearing on the present bud; et implementation. 
Consequently the e.fectiveness of "austerity weasures" conld not 
vet be measured. 


All conversants a; reed that more informaticn was needed before 
any evaluation could be mace of Saudi Arabia's need for financial 
assistance. re Kountree said that the ''. ©. would be inclined to 
helo in all reasonable ways, if necessary, and if the Savdis 
ceveloped a sound program. tie also expressed the feeling that 
Siu .CO could be helpful and might be approached on the cubject. 
With a sounc fiscal program ana the cooperation of AiiA! CO the 
Saudi ; overnment mi;ht find banks interested in providing sucl. 
further assistance as m:ht be needed. 


Be WN FILENTIAL 
NEA:NE/E3C lacqua :ma 24/29/58 
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YG gfe Af fe 

SP Lhe © = 
: DEPTEL 1458, April 11. » de / : 
W We have had no indication King wishes personally to review 

L economic tters as claimed. Appears all such affairs 


INR delegatefto Faisal who is now giving priority consideration 
WMSC to reform measures along lines IMF recommendations reported 


E “EMBTEL 1028. Would appreciate guidance points raised Zaki 
Saad for next meeting with Faisal. Some requests for US 
DCL Government support undoubtedly contemplated. 
ICA HEATH 
SW: DT 





Be(8) 


fT 
a  emanees 
fured io R/S 
SS << 
- 


wh 
Ww 
e : 
UNLESS “UNCLASSIFIED” 


PERMANENT | REPRODUCTION FROM THIS 
RECORD COPY e This copy mus | ‘ ral files with nogQPOIS RORISHEDAKen « 


Fi 


- 


af ae 158 APR 16 PM DAs 
Department of State 2 








E 3 
ORS ee ae as 
SECRET 3 
Classification i E SI = 
Cin 
/¢76 shh" eG 
SENT TO: Amembassy JIDDA = 6 pe 
a ei 
Origia ee 
Enbtel 10 rs 


F 


Fs 
& 


a rsa hak mse nie eta cea a aa Ail i ae Mala 


oa 


USG prepared within limits its capabilities and normal policies consider means 


through which USG might assist in current Saudi financial situation in context 
« ig Mr 
4 G's own stabilization efforts. 


S # P\ Re Embtel 1028 
oe: Foy Bethe) para 1, we welcome moves which strengthen Saudi Kingdom but would 









<.. Phot wish comment on specific internal matters. 
SS 


/O1°v9ge 


rts Re para 2, we have always respected direct SAG-ARAMCO relationship and 

[would not wish comment on company policies. (FYI - ARAMCO well aware problem wi 

Olt. 

> Saudi demands. END FYI) | g 
Re para 3 and 4, US attaches great importance to Saad's efforts to impre 


— believes establishing trading company principle of importance in meeting Putin 
WY) 











financial situation. Hence while disappointed by report that opjecs 






Re possible IBRD credit USG % 





pects for budget now in preparation. ' 
mit Saad report for clearer impression of role such credit might > 














megs ae 









etions wlth imi & ued os 





pleaaed BAG intends provide 





alives. We would hepe hewerer ov 


Dlas fer 





Seana Ceareucteen & ee ext 
fe GarnLag 
: 





emggeated jeni-lease #2 





be used assist in eres’ 


Big Hee 


@tabilisation fumi. w 


sontributing re-establishesnt Saudt international eredit, eonsiitute evs 


ae * 


improvement ‘Pinsheisl situation than would sontinued/defernest wee x 











smvil amount in order agaist in stabilisation problem. 2KD FYI.) 








DEPARTMENT OF STATE 


Memorandum of Conversation 
(Telephone ) 


DATE: Apri L Boe, TY 


SUBJECT Financial Assistance to Saudi Arabia 


PARTICIPANTS: Mr. Philip Schaffner. Assistant Director, Office of 
International Finance, Treasury Department 


Niky ls - Mr. John F. Shaw 


COPIES TO: NEA, NE/E(2cc), OFD, INR(2cc), Jidda 


In clearing a recent telegram to Ambassador Heath relating to 
Zaki Saad's interest in possible financial assistance from the IBRD 
in connection with a financial stabilization program in Saudi Arabia, 
Mr. Schaffner reported that Mr. Tom B. Coughran, Assistant Secretary, 
Treasury Department, had discussed the possible attitude of the IBRD ‘} 
with Mr. Black. Mr. Schaffner said that Mr. Black indicated he was 
willing to resume discussions with Saad on,the possibility of such 
assistance. 
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Office Memorandum + onirep 
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a" (Ae - Stuart W. RockweH 





FROM: Ne = William D. arewer WP 
4 a“ 
rg t-* 

SUBJECT: Saudi Financial Situation 


Attached is an excellent review of SAG's financia! woes with a 
number of interesting insights into the current thinking of Messrs. Saad 
and Ali. Following are some of the major points made: 


1. Reserves for the 600 million riyals in circulation stand at 
Yess than 20%. 

2. While riyal circulation has a]Jmost doubled in the past three 
years, creating additional demand for foreign foods, foreign exchanre 
to the commercial sector has been siphoned offby SAG. As a result the 
rixval has prorressively weakened and canital flight has berwn. 


3. Acceleration of Aramco tax nayments has been such that 3A9 is Pgs 
now actually receivin payment for oil shinped during the previous a 
month, teavim no cushion in the farm of suostantial future payments. 

4. Toans retired during calendar 1957 were so extensive that, out “h, 
of gross Aramco payments of $323, 390,633, SAG actually received a ret co 
of only 3193,799,7)1. SAG thus "has no alternative but restriction of 
expenditures or resort to further ‘toans for which no collateral appears 
evident". a 
S. The IMF advisors are aware of the need for larger allocations 
of foreign exchange to the commercial sector and have surgested a 
#290 mitvion increase in 1958, This would require a reduction in SAG 
imports and a consequent curtailment of military and construction 
programs. 






0) 


6. The IMF advisors reconize that SAG oil income will decline in 
the near future due to lower world oil prices anda bsence of demand. 
The SAG budget for the next fiscal year (July 17, 1956 - July lh, 1959) aa | 
is said to take account of this unwelcome development. \ 
Nv 


7. The IMF advisors are said to feel that, if there is no reform 
in the conduct. of SAG fiscal affairs, there will be no choice but to 
have a completely free riyal which will be permitted to seek its own 


vel A 
\ 


8. While external loans would be required to achieve currency 
stabilization, the IMF advisors do not wish to increase SAG's external]. ~~ 
indebtedness, In their view, "the key to debt retirement and stabiliza- 

tion through reconstruction of reserves depends more on the ability of 

the Government to put its financial house in the hands of good managers", 
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CONF EDENTIAL 


Control: 16385 
Rec’d May 23, 1958 ea 
L1:37 aim. Shi" 


TO Secretary of State yi, 
NO: 1147, May 23, 2 p.m Pe 


FROM: Jidda 


, 


SENT DEPARTMENT 1147; REPEATED INFORMATION AMMAN, 
CAIRO, DAMASCUS, BEIRUT ''NN'MBERED 


While in Riyadh May 19 Newsom and [I had talk with IMF adviser 
Zaki Saad who told us budget for new Arabic year 1378 (i.e. 
starting July 18, 1958) exchange and import decrees in last 
stage preparation and he would soon see King to explain it and 
request King's approval. Income for new year estimated at 
between 1350 and 1375 million riyals Saad said new budget 
would reflect major economies in military and royal family 
expenditures; latter, of course, was particularly delicate 
matter with King. Budget would also allow for repayment out - 
standing debts. Essential thing to avoid was acquisition new 
loans except special loan for currency backing. Saad said SAG 
attempting give new budget fair start by holding expenditures 
during last three months Arabic year 1377 to 320 million riyals. 


Saad reiterated stabilization of currency most important first 

step. For this purpose SAG hoped obtain loan of from 25 million 

to 100 million dollars ("the more the better") from American 

banks to be used by Independent Monetary Agency as currency 

backing and to discharge foreign exchange commitments for 

riyals; funds thus would not represent real SAG debt and 

could be repayed in one year. 0 
iad} 


wer 
woe 
ol 


In answer my question Saad said construction of roads of course 
necessary but this and other development projects would hyve tog 


proceed slowly although plans should be started now; smal&b me 
ginning might be made*in gight months to one year. oe bee 
; : , eS) ive 
Saad said he hoped leave for Washington in about two week &p a 

® 


Comment: New budget., exchange and import decrees reliable re- 
ported to have since been presented Council of Ministers 
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CONF LDENT LAL 
=2- Liss, May 23, 2 p.tt., from Jidda 


by IMF advisers who optimistic reduced budget for royal 
family will stick in spite of anticipated rough going. 


Saad reportedly in Dhahran yesterday discussing budget 

with King. SMA Governor Anwar Ali remarked to Embassy 
Officer Jidda Saad would ask Ambassador for USG assistance 
securing stabilization loan but he didnot do so. Embassy had 
previously informed Saad Eugene Black of IBRD would be 
pleased discuss loan problem upon return Saad's Washington 
and assume Saad will then discuss matter if budget and ancil- 
lary decrees accepted by King and Council of Ministers with- 
out crippling changes. 


Embassy considers rather optimistic Saad's estimate govern- 
ment generated development projects such as roads could 
commence within year. 
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____ CONFIDENTIAL ‘ 
Ketion Control. 21776 £ 
Rec’d: May 31, 1958 e 
NEA FROM: Jidda 6-55 gone” & 
Info ‘ 
TO Secretary of State kc i] 
RMR y~ ! H 
NO: 1175, May 31, 1 p.m | , & 
ss : fide 
G : 
S Reference: EMBTEL 1147 
P QO 
c IMF advisor and Acting Governor Sama Anwer Ali informed Embassy OO 
W office: last night Zaki Saad from Riyadhreported new 1378 0) 
fr: budget (begins July 1958) approved by Cabinet and signed by > 
LNR King would be announced within ten days. Slight delay publica- _ 
PR tion occasioned by Cabinet discussion supporting decree changing O 
H mechanics issuance import licenses. Both advisors now believe ~ 
UOP current Saudi financial difficulties can be overcome within O 
E two years if SAG adheres austerity program. Good performance ! 
IRC SAG last quarter present fiscal period fortifies this view. oN 
DCL Anwer Ali expressed desire remain present post until 1379 ~ 
budget approved. A 
ICA 
CIA Anwer Ali said Zaki Saad departing for Washington immediately 
following publication new budget response urgent IMF cable 
request. Ali believes Saad will be re-elected IMF Governor and 
will return Egypt where services desperately needed. 
In final meeting Riyadh next week Ali will insist Saad make = 


request stabilization loan first order Washington business. 
Central Bank funds supplement grossly inadequate reserves to permit 
effective operation. Ali suggested in interest USG assist SAG 


this crucial period. 
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Action Control: 2982 a 
Rec’d 7 5 He 
June 5 ow 
NEA : 
EY FROM: “idda 5°09 a! & Be 
Info 
TO Secretary of State hy 
MR = 
NO 1190. Sune 4, 4 p.m. by 
58 PRIORITY 
SP SENT DEPARTMENT 1190; REPEATED INFORMATION DHAHRAN UNNUMBERED, ree) 
co 
W Embassy telegram i175 O) 
l > 
INR Officia: Radio Mecca communique evening June 3 explained reasons ® 
1] requiring issusnce decree 39 establishing new import system 
der 1 A . tate li + C 
P ind decree 40 amerding monetary controls. Both decrees dated = 
‘OP May 26 become effective June 3 and supersede previous regulationgy 
E 1 
IRC Communiqt:e states: an 
DCL O] 
(i) Budget next fiscal year, Islamic year 1378, supporting OO 
ICA decrees forthcoming soon. Budget will be balanced as opposed 
CIA deficit budgets past several year. Budget will provide funds 


retire domestic and international debts and strengthen currency. (/. 
Revenue estimates 1378 lower resuit possible decline petroleum 
sales. 


(2) No rew !oans contemplated. 


‘3) Heavy international obligations due issuance import 
licenses and personal remittances excess exchange availabil 


which exchange immediately available. Remittances will be 


heavily controlled and curtailed. > 
GS 
A 
(v1 


Salient features implementing devrees follow: 


bE TNAL 
cg 


(1) Decree 39: 
‘ o 
‘A) Official exchange allocated only essential cod, low-g e 
textiles, industrial machinery, farm equipment and approved 
government imports. Remittances abroad limited non-Saudi G 
ment employees. All other remittances free vrarket. 
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OFF UCLIAL USE ONLY 
1 
v= L190. came 4, & wim... Fi dda 
BY) Autorebiie imparts prohibited next 6 meethbs with 


extersionw emt arge possible. 


) Meretary vcvtroel Bosrd and import committees ubolished 
with meretary fur rtiorvs assumed SAMA acd ~ew foport office 


esti>blisted urder irspector general. SAMA surplies ex-hbarpe 


4 


wd determives tevel imports and instr’ cts import office 


Remairyer 20--articire decree devoted mechani.» operation ard 


peral proe,isions, 
2) Decree 49 


Amerds Meretary Cortrol regulations assure agreement. decree 39. 
Reiterates authority SAMA decide level exchange allocations 
after determining qualifications import or remit‘ ances meet 
requirements decree 39. Authorizes SAMA stabilize free ex 
rhange market. 


Commert; Decrees, prepared under direction IMP advisors Zaki 
Saad and Arwer Ali, receiving cautiously optimistic initi4] 
reaction busiress community and expected be highly heneficia! 
if following coarditions prevail: 


(1) Powers of rewly strengthened SAMA rot. usurped Minister 
rinarce and Council Ministers. 


(2) Irspecter General of Imports and key subordinates prove 
capahle in enacting managerial and mechanical reforms import 
system. 
f3) New Budget. successful limits spending government. agencies. 
(4) SAMA is «ble stabilize free market at lower level. With- 
out strenger riyal trarsfer most personal remittances and 
mary categories imports to free market. could discourage skilled 
foreign technicians and exert strong inflationary pressures. 
Despitch follows. 
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Action Control: 2981 B 
Rec’d: June 5, 1958 

AeA FROM: sidda 5:11 a.m. e 
nto 

TO Secretary of State 
RMR 

NO: 1191, June 4, 5 p.m. 3 
ss ae 
: PRIORITY = : 
“J foyeke mm | 0 
W DEPARTMENT KEEP FOR ACTION AND PASS USIA | re. =. 
L | = ef | O) 
INR ATTENTION IES Se > 
H S : ae 
p FROM SABBAGH, PAO 4 ; O 
LES ™~ 
UOP Long awaited royal decrees issued June 3 aiming at easing the 0) 
wmsc Saudi financial distr@ss and putting future economy on sound ' 
E basis. Following are some main points discernible from long > 
REP decrees, as released by radio Mecca communique. = 
IRC 
DCL "Saudi Government discovered that causes of crisis were continu- 

ous deficits in budgets of previous years, expansion of projects + 
ICA and excessive spending all of which forced Government seek D 
USIA heavy loans from inside and outside. ” 


"Saudi Government will take all practical measures to increase 
its revenues and decrease expenses. In this direction 
Government plans austerity budget and absolutely no more loans. 


"All essential imports to be regulated in accordance with 
guaranteed foreign currency, at official rates. Such imports 
to be confined to living essentials and necessary Sqnapeent ag 
cultural, industrial and spare parts. 


renewable,"' 

B 
Additionally one decree established new import office and gave 
Saudi Arabian monetary agency greater powers to manage both “a 
import policy and foreign exchange allocations. = 
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